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INVESTIGATION INTO COMMERCIAL AND INDUSTRIAL 
TYPE ACTIVITIES OF THE FEDERAL GOVERNMENT 





TUESDAY, JUNE 9, 1953 


Houser or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 1501, 
New House Office Building, Hon. Cecil M. Harden, chairman of the 
subcommittee, presiding. 

Present: Mrs. Cecil M. Harden, chairman of the subcommittee, 
George Meader, Frank C.Osmers, Jr., Jack B. Brooks, and J. L. Pilchet 

Also present: Ray Ward, staff director, and Jane E. Morgan, clerk. 

Mrs. Harpen. The meeting will come to order. 

The clerk will call the roll 

The clerk called the roll and the following members answered to 
their names: Mrs. Harden, Mr. Meader, Mr. Osmers, Mr. Brooks, 
and Mr. Pilcher. 

Mrs. Harpen. We are beginning hearings on commercial and 
industrial type activities in the Federal Government. These hearings 
are a necessery followup to the action taken by the House last week 
in passing S. 1514, a bill to establish a Commission on Intergovern- 
mental Relations. We have taken the position that there are certain 
actions of an urgent or even emergency nature, which must be taken 
without waiting for the Intergovernmental Relations Commission to 
make fact-finding studies, analyses, and recommendations. 

One of these matters is the Federal agency competition with legiti- 
mate industry. This is not a new subject. You will note from the 
scroll on the wall that a very complete study was made of this subject 
in 1932. Several months’ time was taken by a special House com- 
mittee in holding hearings in various parts of the United States on this 
very subject.!. A number of splendid recommendations were made 
but they seem not to have been followed. At this time we believe 
we should and must evolve a program of action. 

The matter of Federal competition with business is so farflung and 
so serious that we cannot spend endless time in discussing it. During 
the hearings we want the witnesses to indicate the specific recommen 
dations for action, action that can be taken immediately and action 
that may require an Executive order and even legislation. 

(A list of commercial- and industrial-type activities in the Federal 
Government, 1953, follows:) 


1 See H. Rept. No. 1985, 72d Cong., 2d sess, 
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CoMMERCIAL- AND INDUSTRIAL-T YPE ACTIVITIES IN THE FEDERAL GOVERNMENT, 


Coffee roasting Ordnance 

Rx pe Guns 
Clothing Ammunition 
Paint Mints (coins 

Chair Paper money 
Furniture sonds 

Rut ber Stamps 

Fertilizer Flags 

Boxes, wooden Sleeping bags 
Marking devices Prison industries 7 
Bakery goods Magnesium 
Spectacles Aluminum 

. tures Atomic energy, etc. 


= : Caustic soda 

Printing (all kinds Chlorit ; 
iorine 

Bir ling = Moving pictures 

Saipbuilding Acetvlen« 

Ice crean Ox 


rRANSPORTATION 


Shipping (MSTS Oil 
Air Transport (MATS Coal 
Inland waterways Moving vans 


Buses Car pools 


SERVIC! ACTIVITIES 








Tugboat and barge operations Telephone lines 
Laundries ( mupication systems 
Wood preserving Banking 
Theaters Insural 
Commissa Engineering (all kinds) 
Hospita Pu sing 
Surplus property sales 
Met heat treating 
Telety service 
“! Y e 
Aer | phy 
( 1 1 g 
Ferr« scrap processing 
MISCELLANEOUS 
R eal SI 1 ] vel Dp r t 1K ft. i ta 
] r s¢ ( Surve 
Tire retreading Alu im smelters 
(Cooperatives Sale of alcoholic beverages 
Electrical fittings 
CONSTRUCTION 
Road Dams 
Ir iis a iephone tines 
Buildings Power lines 
MAINTENANCE AND REPAIRS 
Automotive Furniture 
Typewriters Window washing 
Adding and other office machines Building cleanir 


Hospital equipment 
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(A list of activities in which the Government competes with private 


enterprise follows:) 


GOVERNMENT COMPETITION WiTH PRIVATE ENTERPRISE 


(Hearings held before a special subcommittee of the House in 1932) 


Airways 
Transportation (all kinds) 
Amusements 
Architecture 

Artificial limbs 
Bakeries 

Banking 

Barber shops 

Binding 

Brickmaking 
Broadcasting 

Brushes and brooms 
Commissaries 
Cordage 

Creameries 

Cafes and restaurants 
Canning 

Post exchanges 
Canvas goods 

Cattle raising 
Cement 

Chernicals 

Chandlery 

Charts and maps 
Coal business 
Fertilizers 

Chicken raising 

Civil engineering 
Cleaning and pressing 
Clothing 

Coffee importation and roasting 
Coinage 

Collection agencies 
Commercial testing 
Cotton industry 
Dairying 

Dredging 

Electric light and power 
Employment bureaus 
Explosives 

Animal and fowl feeds 
Fertilizers 
Ammunition 
Engraving 

Flags 

Foundries 

Fruits and vegetable shippers 
Furniture 

Furs 

Gold refining 

Golf courses 


Greenhouses 
Harness 

Helium 
Highways and roads 
Hospital supplies 
Hospitals 

Hotels 

Ice 

[ce cream 

Ink 

Insurance 
Irrigation 
Laundries 
Libraries 
Lithographing 
Loan associations 
Lumber 

zines and newspapers 
Mechanical shops 
Markets 

Mail bags 
Gasoline and oils 
Meat markets 
Medical science 
Motion pictures 
Motor cars 
Paints 
Parachutes 
Parcel post 
Printing (all kinds 
tadio 

Real estate 
Rubber stamps 
Seeds 





Serum 

Service stations 
Shipbuilding and repair 
Shoe factories 

Silver refining 
Slaughtering 
Stevedoring 

Swimming pools 
Tailoring 

Telegraph and telephone 
Tennis courts 

Truck farming 
Warehousing 

Irrigation 
Woodworking 

Rubber 

Wool industry 


Mrs. Harpen. It had been our expectation that ex-President 
Hoover would be our first witness. He informed me by letter of 
June 4 that he would be unable to testify due to prior engagements. 
He wishes, however, to have a statement placed in the record. With- 


out objection, this will be done. 
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FEDERAL SOCIALIZATION OF ELECTRIC POWER 
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This cooy stem is self-government of the people out ide of government 
It is the n ‘ful development among freemen that has taken place in all 
the world 


Che ¢ id Worl ss however, went on with its lack of effective economic safeg iards 
for freemen and its dearth of cooperation in the American sense. One result was 
the rise of socialism as a protest 

I emphasize this unique structure of our American economic and social life 
because it is into this system, far divorced from the Old World, that our fuzzy- 





minded socialists are striving to inject ideas foreign to our concept of life 

And they have made progress with these adulterant They intrude into many 
avenues of American life. And they threaten a new oppression of freemen 
greater than the old dog-eat-dog economy 

Tonight I shall appraise the aspects of creeping socialism in the electric power 
industry by the Federal Government only Rightly or wrongly the State and 
municipal governments do engage in electric enterprises. But, at least, their 
activities responc to the will and scrutiny of local government 
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Nor do I include the Rural Electrification Administration in this discussion 

although it receives great government subsidies It has worthy purpose, but 

that one ration is so small a percent of the electric power in the country that it 
j 


cannot eat p the industr\ 


PRIVATE ENTERPRISE IN ELECTRICITY 


In the electric field there are certain transcendent facts. 
First Under the initiative of freemen we di veloped the technology and use of 
far beyor l anv other country o 

rom private enterprise, we have created a per capita supply 
of electrical power for our people 3 times that of the combined Western European 


nations and 11 times the average of the whole foreign world 


Second. Stemming f 


Third. Private enterprise could keep in pace with demand, and could have more 
advantageousl listributed the power from Federal water-conservation projects. 
| h. With our advancing technology and individual initiative, the average 


price of household electric power is sold today by our private enterprise utilities 


ut third of the price of 30 vears ago and that is while most other commodities 
and wages have increased by 50 to 100 percent. There is no such parallel in 
‘ aan wan carl it 
Despite these results from a free economy, these concepts of free men were 
abandoned 20 years ago when the Federal Government entered into the socializa- 
tl vt € Ur power in a gy Wa 


THE METHOD OF SOCIALIZATION 


The device by which our Federal bureaucracy started to socialize this industry 
was through the electric power from our multiple-purpose water-conservation 





dams. We needed these dams And we need more of them They were built 
to serve navi yn, flood ntrol, irrigation, and domestic water supplies and to 
provide electric energy However, the central question here is not the creation 
of this electric power but using it to promote socialism. The first step toward 
socialization was taken when the Federal Government undertook itself to generate 
and distribute this electric power from multiple-purpose dams. And now the 


Federal Government has taken further socialistic leaps by building steam and 
hydro plants solely for the generation of electric power 

Up to 20 vears ago we avoided socialism by selling the erergy at the dams to 
pri ate utilities and irrigation districts The Government received a return with- 


out incurring operating expenses 








Let no one misinterpret my views on water conserv: I have been for 
30 years an ardent exponent of multiple-purpose dams [ can claim some credit 
for the first gigantic multiple-purpose dam in the United States. That one is in 


on the Colorado we avoided socialism by stipulating that before 
began tne energy should be leased to the private utilities and mu- 
And we contracted to sell it at a rate which provided for interest 
on the Government investment and the complete repayment of the investment 
period of 50 years. ‘The consumers over these 17 years since have found 
no cause for complaint from that arrangement 





within a 


THE MARCH OF SOCIALISM 


Do not think these Federal electric enterprises are small business. 
Twenty years ago the total generating capacity of electric power from Federal 
as about 300,000 horsepower [t was about two-thirds of 1 percent of 
the total electric generating capacity at that time 
e are confused by the technical terms ‘‘kilowatts” and ‘“‘kilowatt 
ranslated then 

By the middle of 1953, the Federal Government will have a generating capacity 
of about 15 million horsepower Chat is about 12 percent of the utility generating 
capacity for sale to the public. Federal power is already being sent into 27 


States 











into horsepower 


But far beyond this, there are Federal generating plants in construction or 








authorized by the Congress aking a total of over 200 plants which will bring 
the total up to about 37 million horsepower if completed the Federal Govern- 
ment would be furnishing somewhere from 20 percent to 25 percent of the electric 
utility capacity of the Nation he cost in capital outlay to the taxpayer will 


be about $10 to $11 billions, plus some great deficits in promised interest and 
other returns. 
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But that is not all. Further projects have been recommended to Congress 
And still more are contemplated in Government reports If they were all under- 
taken it would bring the total of about 90 million horsepower 

This bureaucracy now employs 33,000 persons and is incr 
And if all these dreams were realized, their employees on the Fe 
likely exceed 200,000. 

But even this is not the whole story Lest anvone thinks this is good for us 





I may point to some of the already evident consequences of socialized elect: 
power. 
EXPANSION BY DURESS 


Under the irresistible nature of bureaucracy and the backing of the socialist 
every one of these Federal enterprises becomes a center of encroact ents up 
or coercion and absorption of the private industry For instance, by the threat 
of WPA gifts and low interest rates on loans to municipalities, private enterprises 
were absorbed at less than their worth 

Great duplicate transmission lines ha 


Some of these Government enterprises are giver the power of eminent d 4 


ve been built and more ar 





by which they could seize transmission lines and substations of competitors ar 


if the owner refuse s their price he can pay lawyers for vears tof ght for comne a- 





tion in the courts Free enterprise neve! ad such a privilege 

Some part of the heavy taxes on private utilities goes to build up and support 
their Federal competitors 

Private enterprises have been prevented from undertaking certain hydroelectr 
developments in favor of the Government agencies 
These manipulations and powers threaten and weaken the ability of many 


private concerns to finance their needed expansion 





Indeed some of them with these gun. pointed at them have already thro 
up their hands. 


Socialization in other directions has been injected into these project For 
instance, the provision that water will not be supplied to farms of over 169 acres 
in some of the California Central Valley operations Apparently all others are 
Kulaks Also, some of these Federal power enterprises, with cheap Federal 


capital and subsidized power, are engaged in manufacturing business in con 
petition with private enterprise. 


FREEDOM FROM TAXES 


These Federal enterprises and their distributing allies pay no taxes to the 
Federal Government and comparatively little to the local governments. In the 
last fiscal year the private enterprise utilities paid over $750 million tax 
Federal Government and nearly $470 million to the State and local government 
Che actual Federal electric enterprises paid less than $5 million toward State ar 
local taxes 

Obviously there is here a huge burden thrust onto every taxpayer throug 
the Nation. It will be much greater if the 37 million horsepower program 
completed 

Nor is this all of the burdens thrust upon the nationwide taxpayer as I will 


show you In a few moments 





UNKEPT REPRESENTATIONS TO THE CONGRESS 


In many cases the cost of constructing these projects has been woefully 





estimated. For instance, the Colorado-Big Thompson project was ori | 
estimated at about $44 million, but is costing over $160 million The Hungry 
Horse project originally estinated at $39 million will cost over $10) million 
Work has been started on the Oahe project. It was originally estimated to cost 
about $72 million. It is now estimated that it will cost $293 million 


Some of the increased costs has been due to rising prices but such an excuse 
by no means explains the degree of underestinate. Some of this underesti »ation 
is possibly due to presenting the Congress with a modest project and then hugely 
edging it up. 

Another varicty of underestimation is such as the case of the Cumberland 
River development where the proposals were justified to the Congress on a valua- 
tion of the power which was subsequently r | f 
Whether these are devices to persuade and commit the Congress or ine 
petence, I do not know. 

In any event such methods would break any business except Government 
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construction and operating costs to be obscured. Thev proposed manv refot 
which have not been adopted. The Comptroller General of the United Stat as 
late as 66 davs ago, commented on accounting defici 


The Federal power enterprises do not even keep their accounts or present 

















their statements in the intelligible n which the Government requir f 
ate enterprise. They do, however, emit a host of propaganda fi 
releases 
I re commend to anvone interested in t ireaucratic action to see whether he 
can add up the sums, past and present, involved in Federal electric entery 
from among the 4 million words and s in the Federal bu 
OTHER EFFECTS ON CITIZENS 
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enterprise or to municipalities or to the Stat r to regional author 
may be set and managed by the States. These standard terms should provid 
for payment of interest and amortization of the Federal investment, the ret 
of arrears in these items and also some contribution in lieu of taxe The ‘ 
would not need apply in cases of private enterprises as they pay ir own taxes; 
1) The Commission should develop methods by which non-Federal agen¢ 
can share cooperatively in the cost of future capital outlays « he electrical 


part of multiple-purpose dams. 
WORKING OUT THESE POLICIES 


Some of these projects could be disposed of so as to return these standard 
terms to the Federal Government. Others, due to excessive cost, may need 
concessions, and the Federal Government would need cut its losses 
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Others of them, pending disposal, will need continue to be operated by the 
Federal Government In these cases the Commission should recommend what 
rates they should charge their customers so as to make the standard returns. 

hods to compel such payments to the Federal Treas- 
ion to other purposes. Such action would test the 
vases, indicate what losses may need be cut. 
1ole proceeding should be to get the Federal Govern- 
ment out of the business of generating and distributing power as soon as possible. 

In any event, the consumer at all times can be protected by regulation of 


rates by the State or Federal authorities 


, in some ¢ 





THE RESULTS 
It is my belief that, if these proposals be carried out, the ultimate result would 
be a substantial return to the Treasury without consequential operating expense 


Moreover, the agencies to whom these projects were leased would undertake 


if these things be done, the Federal Government ultimately 
could reduce its annual investment in power enterprises by at least $600 million 





This program would begin the end of Federal bureaucratic regional control of 








the States and their peopl 

Above all, we would rescue free men from this variety of creeping socialism. 
The Americar per le ha fought off socialized medicine, but here is a hole in 
the dike of free men that is bringing a flood. 

There are those who shy away from the use of the term “socialism,” or the 
name of Kar Marx, in cont tion with what is going on in the power field. But, 
except hose who desire lization, they are blind to the facts. Socialism 
na i I vorid ughtmar»: I not the American dream. 

TI ials who advocate these Federal activities carry a banner on 
which they falsely inscribe the word “liberalism.’’ There is one thing I can say 
beyond any measure of doubt It is a false liberalism that expresses itself by 
Federal operation of business in competition with the citizen It is the road 
not more liberty but to less liberty. True liberalism is found not in striving 
to spread bureaucracy, but in striving to set bounds to it. True liberalism 
see} all legitimate freedor in the confident belief that without freedom, all 
other ble S are vail Liberalism is a foree truly of the spirit coming from 


a realization that economic freedom eannot be sacrificed if political freedom is 
1 


to be preserve 


(A letter from Hon. Cecil M. Harden, to Herbert Hoover follows:) 


House OF REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C., May 27, 1968. 
Mr. Herspert Hoover, 
The Waldorf Astoria Towers, 
New York ak, N. ‘f 

Dear Mr. Hoover: Thank you very much for your letter of May 8, 1953, 
concerning the bills on establishing a Commission on Intergovernmental Relations 
and a Commission on Organization of the Executive Branch of the Government. 
I am enclosing for your information committee prints of the bills as reported out of 
our subcommittee. You will notice that we have followed your suggestion with 
respect to making appointments without regard to civil-service rules and pro- 
eedures 

We are hopeful that the full committee will report these bills in the near future. 

The next part of the program of our subcommittee deals with hearings on the 
subject of commercial and industrial-type activities of the Federal Government. 
Our studies have indicated that there are many industrial and competitive type 
activities now being carried on by the Federal agencies, especially the military. 
1 am enclosing a statement made by the former chairman of the subcommittee 
listing many of the activities that have come to our attention. We have given 
detailed study to several of the commercial-type activities, including coffee 
roasting, spectacle manufacturing, and the manufacturing of paint and rope. 
We have been unable to get proof that it is actually cheaper for the Federal 
Government to manufacture these items than to buy them from regular established 
commercial industries that pay taxes. 
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The scope of the activities is so great, and utilization of manpower and facilities 
so costly, we plan hearings to try to establish criteria that could possibly be 
incorporated into legislation with the hope of closing out many of the Government 
businesses and turning them over to competitive enterprise. It is our feeling that 
this is a constructive and a practical thing to do at this time, and we have had 
requests from many industry people to be heard at our hearings, as well as Con- 
gressmen, Senators, and others. 

I know of your long interest in this general subject, and would like very much 
to have you appear as our first witness on June 9, 1953, at 10 a. n Please advise 
if you would be able to do so 

Sincerely yours, 
Ceci, M. HarRpEN, Chairman 

Mrs. Harpen. I shall not read the statement at this time but 
merely indicate that Mr. Hoover is heartily in agreement with the 
program we are instituting. He states that the report of the Hoover 
Commission indicated the tremendous expansion of Government 
business activities, outlining many of their differences in organization, 
administration, and methods of operation and recommendations for 
improvement which have not been substantially carried out. 

We have asked our colleague, Congressman Clarence Brown, 
of Ohio, to be our first witness because of his long interest in this 
subject, his sponsorship of legislation to improve the organization 
and administration of Federal agencies, and because certain Federal 
commercial activities strongly compete with legitimate industry in 
his State of Ohio 

We will hold hearings every day this week and next Tuesday. 
Because of the interest in this subject and the number of witnesses 
who have asked to testify it will be necessary for us to proceed in an 
orderly and expeditious manner. For that reason we shall try to 
follow the procedure of having each witness complete his statement 
without interruption. Each member shall have 5 minutes to question 
the witness, and after the initial go-around additional questions may 
be asked if desired. 

It is my understanding that some of the legislative committees 
and the Appropriations Committee are studying one or more of the 
subjects that we will be discussing. We are pleased that this is 
being done. Our actions are complementary. The situation requires 
united efforts. The legally constituted investigative committees 
have been somewhat derelict in this field, in my opinion. 

Congressman Brown, we are happy to have you with us this 
morning. 


STATEMENT OF HON. CLARENCE J. BROWN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF OHIO 


Mr. Brown. Madam Chairman, I have scribbled some notes as to 
what I want to say this morning. At the beginning may I tell you 
it is a great pleasure for me to have the opportunity, Madam Chair- 
man, of participating in these hearings, and to discuss with the 
members of this committee what I consider to be a very vital subject 
from the standpoint of the Federal Government, as well as our State, 
county, and municipal governments, and the business enterprises of 
the Nation. 

As you have stated here, the House and the Senate have passed 
companion bills dealing with the important subjects, first, of improving 
the organization and management of the executive branch of the 
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Government and, second, of improving the relations between the 
Federal Government and our State, county, and local governments. 
These two matters £O hand in hand 

The best possible way to assist local governments, and to make 
them strong and self-reliant, is to give them the necessary freedom 


of action they need, and must have, without interference and domina- 


tion from Washington. In order to give local governments the funds 
they must have in order to support their own operations, the Federal 
Government must leave, in my opinion, some fields of taxation to the 
a tes and Lo then pol tical s ibdivisions B fore the Fed: ral Gov- 


ernment can do this, of course, it must improve its own internal 
organization, management and o eration and, in turn, reduce Feds ral 
taxes. Beyond question the Federal Government, by proper organi- 
zation, Management and operation, can save billic ns of dollars yearly, 
thus balance its own budget, and leave some tax moneys available 


to the States, counties, and citles of the Nation 


Perhaps the first step to be taken, Madam Chairman, is the one 
you have so thoughtfully gun here with this committee; namely, 
LO we the Government out of competition with private business. 
If this can be done, we will be improving our situation in two ways: 
First, by reducing Federal expenditures, and, second, by increasing 


the tax base of the States and their political subdivisions as well as 


the Fed: ral Government, through stim ilating pusiness and expanding 


our private industry which, in turn pay State and local and Federal 
taxes. We all know the budget of the Federal Government can be 
ba anced In onlv two Ways: ¢ her by collecting more tax money or 
by reduc ng Fed ral spending . 

It is a happy situation when we can take single actions which will 


both red ce expendit lres and increase taxes 

Madam Chairman, may I point out we are now in the strange 
situation where the Federal Government ‘h has the responsi- 
bility of protecting private industry, is actually competing with it 
in many fields. We all know that hundreds of legislative bills have 
bee 1 troduced in the Congress in the last few years LO help small 
business. Almost every Member of the House and Senate has either 


introduced such a bill or has readily supported one However, we go 
along, year after year, making appropriations to the various Federal 
agencies which are conducting commercial-type enterprises and 
activities in direct competition with the small businesses of the 
Nation We apparently have not taken time to inquire of these 


agencies of Government as to the necessity for such operations. It 

lso that the Bureau of the Budget has failed to raise these 
questions. Otherwise, how could the Bureau have failed to question 
the Ropewalk at the Boston Naval Shipyard, which has been in 
operation for 119 years, as [ understand it? How could the Bureau 
of the Budget have escaped noticing the manufacturing of paint by 
the Navy all these years? 

In my own district I have had numerous complaints concerning 
unfair competition from a commissary and post exchange on a mill- 
tary installation. These institutions, by the way, have grown by 
leaps and bounds, and too often offer a real competition to free enter- 
prise. Too often such activities seem to be nothing more than 
Government-subsidized enterprises for the benefit of certain favored 
personnel. 


seems & 
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It is my understanding, Madam Chairman, that the American 
Retail Federation will have witnesses or representatives here today 
to testify on this very subject and give you some rather important 
information. From them I am sure you will receive the details of the 
sad story of commissary and post-exchange competition with private 
business i In Many sec tions of the country. 

I note from what you have said, Madam Chairman, and from the 
list you have on the wall here, that the Government is engaging in ¢ 
great many transportation activities, as well as many other types of 
business enterprise. I have been interested in this particular subject 
for a considerable period of time. You may recall that in the last 
session of Congress | introduced a bill to permit the General Services 
Administration to operate pools of motorcar equipment so as to make 
it unnecessary for every Gove ‘roment agency to maintain its own fleet 
of motor vehicles. In this session of Congress an identical bill has 
been introduced by Congressman Jonas of North Carolina, which | 
believe is H. R. 4457. 1am hopeful some definite action will be taken 
on the Jonas bill in order that we may obtain maximum efficiency in 
the use of the motor vehicles our Government owns and operates. It 
may be possible to greatly reduce, if not eliminate entirely, the large 
fleet of Government-owned sedans and long, black limousines here 
in Washington that we see so often, and perhaps use taxicabs now 
and then instead. Perhaps the General Services Administration could 
even discontinue the use of many Government trucks to transport 
furniture back and forth here in Washington and use commercial 
vehicles instead. In fact, I think investigation will show, Madam 
Chairman, that many of these Government-owned trucks are used as 
little as 1 day or 4 day a week; and that it would be much cheaper to 
have private-owned trucks serve the needs of many of the Government 
agencies. 

I am hopeful that Mr. Mansure who, as I understand it, will be a 
witness before this committee later on, will comment on these very 
items when he appears here. 

I certainly agree, too, with the chairman of this committee that 
from these hearings could be evolved some plan of action on these 
particular matters. As I visualize the whole problem now, there are 
4 or 5 things that very definitely should be done. 

First, it is my belief there should be a policy order from the Presi- 
dent setting forth standards as to when the Federal Goverument 
should engage in commerciil-type activities. The standards would 
be based on cost, service, and so forth. 

Second, the General Accounting Office should be given the means 
to expedite the program of establishing necessary costs so that we 
can tell whether or not it is economical or efficient to operate coffee- 
roasting plants, paint factories, spectacle-manufacturing plants, and 
so forth. 

Third, the Bureau of the Budget should give a hard, critical, and 
annual review to all of these operations, and not recommend the ap- 
propriation of money, or dole it out, year after year to maintain some 
uneconomical or unnecessary Government business operation which 
is competing with legitimate private enterprise. 

Fourth, each Government agency should develop a program, under 
the policy set forth by the P resident, to keep its own house in order 
and to do away with unnecessary operations within its own agency 


or department. 
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Fifth, the standard set up should be used on a sort of preventive 
basis so that a preview will be given before some enthusiastic official 
decides to put the Government into the manufacturing business, by 
picking some particular item being used by the Government, such as 
flour, for instance, or automobiles, or baby powder, or anything else 
that someone might get the idea the Government should manufac- 
ture or provide, rather than private enterprise. It is much easier 
to kill things off in advance, 1 would like to point out, than it is to 
wait until they become established and deeply rooved in our govern- 
mental fabric, such as has been the case of the Ropewalk in Boston. 
So, the discontinuance of an operation such as the Ropewalk may 
bring a hardship on some employees who have been working in such 
a Government plant for many, many years. 

I would like to comment a moment on Government competition 
in the manufacturing of rope. I have in my own district a company 
which is one of the oldest in the country manufacturing rope. I 
know what it has meant to this particular concern to have the compe- 
tition of Government, time after time, in connection with the manu- 
facturing of rope. Right now I think the whole private rope-manu- 
facturing industry is very much threatened by the fact that during 
World War II, from the Government-operated rope plant as well as 
from private industry, there was built up a great reserve of rope, 
which surplus is now threatening to depress, and perhaps wreck, the 
entire rope-manufacturing industry of this country if it is not han- 
dled properly. 

It is my understanding this committee or one of the other sub- 
committees of the House Committee on Government Operations, is 
going rather thoroughly into this whole problem and that it will be 
discussed here later on. 

Looking over the lists that I have seen up on the wall here, and that 
your committee has furnished me, I am convinced the only Govern- 
ment operation which has been disc ontinued during the past 21 years, 
as far as I can remember, is the Government plant making harness 
and I am not too sure that has been stopped, although, seemingly 
there is not much demand for harness these days. 

In conclusion, Madam Chairman, I would not only like to con- 
gratulate you and Mr. Pilcher, and the other members of this com- 
mittee, for your perseverence in getting at the bottom of the problems, 
such as the rope business, but also to say to you that through your 
efforts and the work of this committee it will undoubtedly be possible 
to save many millions of dollars for the benefit of the American tax- 
payers. 

Right now the American taxpayer can use a little help through a 
reduction in Government expenditures. 

May I add one other thing before I conclude, so my remarks will 
not be misunderstood; and that is that I have the fullest realization 
there are some things that Government must do for itself. For in- 
stance, | mentioned earlier commissaries and post exchanges on mili- 
tary and other Federal installations. I know such facilities are neces- 
sary in many areas, and do not particularly object to having a com- 
missary or post exchange on any military installation, but I do object, 
and [ think every citizen has a right to object, when they are abused 
when the goods sold at those commissaries and exchanges can be pur- 
chased below actual cost by almost anybody who wants to go in and 


COMMERCIAL AND INDUSTRIAL ACTIVITIES IN GOVERNMENT LS 


buy them, and when they handle goods and sell products that by no 
stretch of the imagination should be available in such places. I think 
proper restrictions on such operations are necessary out of fairness to 
privately owned stores and other private enterprise operations in the 
nearby communities and areas. 

1 might add there have been numerous investigations at various 
times of these commissary operations by different committees of 
Congress. Each time there have always been gilt-edged promises 
made by the “High Brass’’ that objectionable practices would be 
eliminated, but somehow they always creep back again in just a short 
time. I have also been rather impressed with the beneficiaries of 
these special purchases which can be made at these commissaries and 
post exchanges. They are not nearly so often the enlisted personnel 
as they are officers and their friends and other people who are not 
entitled to buy at such an institution. 

One other thought and then I am through. I have long been 
impressed with the idea that the Government does have a place in 
the field of research, testing and doing many of the other things which 
will be of general benefit to our entire economy. But certainly 
the Government should not compete with free and private enterprise 
unless it can be shown such competition is for the general public 
welfare and is a benefit to all the people, even though it may work a 
hardship on some individual. I think that is the goal of this com- 
mittee, that is what you are wanting to get at, to eliminate unneces- 
sary, unwise, and unfair competition, to make the Federal Government 
more efficient, and to bring about greater economy in the operation 
of our Government agencies. 

Mrs. Harpren. I had some questions, Congressman Brown, but 
you have answered most of them in your fine statement. However, 
I do have one question. 

When should Government discontinue the operation of a commer- 
cial-type enterprise? 

Mr. Brown. Whenever the Government cannot only purchase its 
needs from private enterprise at the same or a lower price than the 
Government can produce or furnish it for itself, with the assurance 
such a situation will continue, that is when we should stop. 

Mrs. Harpen. The five suggestions you have so ably given for im- 
proving the current situation will be a big help to the subcommittee 

We do appreciate your coming over and giving us the benefit of 
your views as we realize the expe rience you have had. The distin- 
guished Congressman is a member of the Government Operations Com- 
mittee. 

Do you have any questions, Mr. Meader? 

Mr. Meaper. Yes, Madam Chairman. Iwas very much interested 
in your statement, Mr. Brown. I would like to thank you for coming 
to start off our hearings on this very important study. 

I was particularly impressed by your suggestion that the President 
should work out a formula or standard, because it seems to me that 
that is the problem of this subcommittee. I don’t believe there is 
any substantial disagreement that the Government ought not to 
engage in industrial activities where those services could be performed 
by private enterprise. On the other hand, I think we, probably, all 
agree that in some activities it is absolutely necessary that the Govern- 
ment conduct them. 
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Mr. Brown. That is right 

Mr. Mraprr. We must distinguish between what are appropriate 
governmental functions and appropriate functions of private enter- 
prise. | think our main purpose—not only ours, but the President’s 
should be to find that formula or standard whereby we can separate 
what is appropriately a governmental function from what ought not 
to be a governmental activity 

Mr. Brown. For instance, in my State the State operates a large 
penal farm where a great amount of food is raised, and processed and 
canned for the use of the various State institutions, not only the penal 
nstitutions but the different hospitals, and so forth. That is probably 
what you and I have in mind. Such an operation benefits the tax- 
payers and works very little injustice on general food trade, because 
such food does not flow into market competition for the consumer 
dollar 

\Mir. Mraper. I was wondering whether or not we could not think 
‘a few principles which ought to be a part of any formula worked out. 
] would say we might take the excuses given for governmental activ ity. 


Kirst of all there is the unavailability of the product or service in 
private enterprise. first of all, overseas, there is a basis for providing 


post exchanges or laundry services, or automobile repairs or any num- 
ber of activities that probably could not be justified within the United 
States on the ground of unavailability of that service in private 
enterprise 

Mr. Brown. I believe if you go back you will find that the original 
military commissary was set up under a law passed by Congress 
shortly after the Civil War, when we he . a great many outposts in the 
Indian country in the West, and there wasn’t any other place to buy 
necessities. The Government had to iearedal places where the neces- 
sities of life could be purchased, and the law at that time a 
and | believe it still requires, that goods should be sold by the Govern- 
ment at cost, and that in figuring cost, the manpower, building, the 


light and heat and so forth would not be included, but would be fur- 


nished by the Government, so the goods actually sell at what the Gov- 
ernment paid for them 

However, that was a different situation that existed then, from that 
of the present where you may have a Government commissary right 
across the street from a big shopping center with the commissary 
underselling the shopping center by 20, 25, or 30 percent, simply be- 
cause the taxpayers foot the bill for the manpower used in the opera- 
tion of the commissary, the cost of the building or what would be rent, 
of course, light and heat, and other operational costs. The matter of 
availability is a very important point 

Mr. Meraper. It might be well to refer to the order issued by the 
Secretary of Defense dated September 5 last year, which contains a 
discussion on commercial and industrial facilities relating to this very 
point, The directive provides: 

Such facilities will not be continued in operation where the required needs can 
be effectively and economically served by existing facilities of any department or 
where private commercial facilities are available except to the extent that such 
private commercial facilities are not reasonably available or their use will be 
demonstrably more expensive or where the operation of such facilities is essential 
for training purposes. 
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Of course, that is a very broad and loosely worded statement which 
can be stretched to mean almost anything to almost anyone 

I would like to refer to this question of cost. In your judgment, 
Representative Brown, should that be a criterion? 

Mr. Brown. Not cost alone. I think availability, as you have 
mentioned, is very important. 

Mr. Meaper. i am oot sure in mv own mind whether it should 
enter into the picture at ail. First ot all, we have some pretty good 
evidence that the costs reported by the Armed Services are not reli- 
able at all Their cost-accounting practices are not sound and do not 
include as items of cost many items which businessmen would include 
But even if you have a sound system, the question in my mind is 
whether the cost should be an important factor in deciding whether the 
Government should or should not engage in a particular industrial- 
type activity. I would like your views on that 

Mr. Brown. I think it should be one of the factors considered, 
because I do not believe the Government should have any establish- 
ment manufacturing something for its own use where the cost would 
be much higher than if purchased in the open market. In a situation 
like that, of course, cost enters the picture 

Another place where cost enters the picture is where, because of 
the law, such as I have just mentioned a moment ago as to commis- 

much lower 
than private eaterprise could possibly meet. Ia other words, one is 
Government-subsidized. That doesn’t mean we 
place for enlisted men or personnel to buy necessit . 
post or a station, but it does mean they ought to stop selling things 


like Laundromats in large quantities to olfi« s who cert unly ougnt 


saries, actual costs are not included, and the selling price 1s 


suldn’t have a 





to keep clean by the use of a small number of such washers. 

It doesn’t mean a commissary should be selliag mink or other fur 
coats, or that automobile tires should be distributed all over one sec- 
tion of a State, or that some Reserve officer living 50 miles away 
can come in and buy automobile tires for all his neighbors at much less 


than the retailer can possibly purchase those same tires, because the 


Government purchases them in huge quantities Chose are the things 
I am talking about. 

In other words, the rule of reason, the rule of commonsen oucht 
to apply in the operation of such institutions the same as elsewhe 


it is because such institutions have been abused that we find these 
difficulties arising, and that these complaints come to Congress 


Mr. Meaper. [ might point out for the record that last December 
hearings were held, considering t} comme rcial-ty pe activitv Dv the 
predecessor to this subcommittee, the Bonner committee. The Under 
Secretary of the Army, Mr. Johnston, on pages 266, 267, and 268 of 
those hearings. discussed this item of cost He took the position 


that cost should not be a determining factor He argued that even 
though an item might cost more if the Government bought it under 
contract from private industry, it should be done. I am interested 
in your comments on that proposition. 

Mr. Brown. Right after World War II, when there was a great 
deal of complaint of unfair competition with private enterprise by 
these commissaries and post exchanges, which came to the attention 


1 Federal Supply Management (Implementation of Military Supply Regulations). 
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of the Armed Services Committee, the War Department issued 
orders to close all commissaries where there was available to military 
personnel privately operated stores, and where the differential in 
cost wasn’t over 18 percent or 20 percent; but little came of the order 
and few commissaries were closed 

Then in 1950 the Armed Services Committee had another investi- 
gation of the matter when again it was promised all these excesses 
and unfair practices would be eliminated. Yes, the promise was 
gain made, that everything would be straightened out, and things 
would be lovely from then on, but that is not the last time. I under- 
stand that in just the Jast few weeks the Pentagon has once more 
promised the Armed Services Committee of the House, or a subcom- 
mittee of it, that everything will be straightened out right away. 
The only trouble is thev never get things straightened out. 
Mr Mi LDER Possibly the only remedy is the continued vigilance 
of the mecunetnes committees, this committee, and the legislative 


committees of the Congress concerned with the several departments 
These inquiries tiie be helpful in curtailing Government invasion 

of bu Less 
Mr. Brown. I think vour « ttee has the prime responsibility 
eve on situations or as - ae mentioned. I think that 


l 
bilitv belongs to your eommaiktes because these commissaries 


and post exchanges are not truly military operations. Then, too, 
use of Government-owned automobiles, including those bv the 
Department of Agriculture is yours to supervise more than the job 
of the Committee on Agriculture 

Mrs. Harpren. Do you have any questions, Mr. Brooks? 

Mr. Brooks. Other than to thank Representative Brown for his 
appearance and his dissertation. It was informative and educational. 

Mrs. Harpen. Mr. Osmers? 

Mr. Osmers. At the outset I think what we need in this country, 
Madam Chairman, is probably a little more business in Government 
and a little less Government in business. 

The statement of Mr. Brown was very enlightening and very helpful 
to me. Point No. 1 which he enumerated and of course which dom- 
inated his other recommendations to me is very important and the 
key to his statement, and that is that the President should direct 
that certain standards should be established and policies be enunciated 
which will determine whether the Government shall go into a business, 
stay in a business, or get out of a business. I really believe that as 
desirable as it will be for this committee and other committees of 
Congress to act as watchdogs over the multiplicity of activities of the 
Federal Government that compete with private business, I believe 
there will have to be some review board, some final authority of the 
character suggested by Mr. Brown that will continuously sit the year 
around to screen these activities. I wonder if Mr. Brown had any 
idea as to how that board might be established 

Mr. Brown. | hope my statement was not misunderstood. I 
realize the Congress has primary responsibility for fixing policies for 
the Government, but | doubt if the Congress can write into law any 
detailed rules as to the operation of these Government enterprises, 
or where the line should stop. 

[ think the Chief Executive, by administrative order, sent down 
through the various agencies, under general rules set up in Congress 
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by law, is the answer. The Chief Executive has to take the responsi- 
bility of implementing the rules according to the agency of Government 
involved, and enforcing them. Congress itself cannot enforce or 
execute the laws. We can give the general broad directive, but it 
may be necessary for the President to set up some sort of interdepart- 
mental board to see that his administrative orders and the will of the 
Congress are carried out wherever possible so this competition with 
private enterprise will be eliminated. I know we talked over this 
problem rather thoroughly in the Hoover Commission days, as to 
just how best it could be solved. 

I touched here, in my testimony, on the General Services Administra- 
tion having control over the use of Government automobiles. Of 
course, you and I know it is simply disgusting the way Government 
cars are used, and the abuse which exists in the operation of Govern- 
ment-owned automobiles. It makes the ordinary motorist rather 
angry to see these Government cars being used in the evening for social 
functions and for this, that, and the other thing that is not official 
business, contrary to the law. ‘The Congress cannot enforce the law, 
but if the General Services Administration, either by act of Congress 
or by the order of the President, is held responsible for that enforcement, 
we can at least eliminate many of the bad practices that — and 
reduce the cost of transportation services within the executive branch 
of the Government. 

Somebody has to administer the laws or regulations, and I do think 
we might have to have an interdepartmental board, rather than a full- 
time board, oversee enforcement. Ido not like to create a new agency 
of Government, if you know what I mean. 

Mr. Osmers. I agree with Mr. Brown that we should shy away from 
creating a new board for this purpose. The thought comes to my 
mind that the General Services Administrator, having to do with 
Government property, might be chairman of that or might be the 
Government official to whom the President would delegate some of his 
powers that might be given to him by Congress in connection with this 
matter. 

Mrs. Harpen. Mr. Sheaffer of the Commerce Department will be 
here tomorrow, and perhaps it is the responsibility of that Depart- 
ment to set up an appeal mechanism. 

Mr. Osmers. I feel that some continuing official or board. or it 
might be a group of existing Government officials, should be estab- 
lished as a continuing authority in that field so that this committee 
or any other committee of Congress can go to one central place and 
get information. 

Mr. Brown. The suggestion has been made that the Department of 
Commerce could have considerable information and could be of help. 
I would like to add, with regard to what you have said as to the inter- 
departmental committee, that we do have such a committee or group 
now in connection with personnel problems. Members are paid for 
doing other jobs, but these officials do get together every so often to 
discuss what should be done about personnel problems. I think we 
have the same thing on accounting, where the chief accounting officers 
of various departments meet and discuss mutual problems, so as to 
have a mutuality of action, and some similarity, in various Govern- 
ment agencies. 

Mr. Osmers. I feel that those activities have been generally helpful. 
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Mr. Brown. Yes. 

Mr. Osmers. There are 1 or 2 homely examples I would like to bring 
up for comment. Do you see any reason why cigarettes should be 
sold any where throuchout the world to Americans on a tax-free basis? 

Mr. Brown. That brings up a problem which has long been a rather 
serious and moot question, as to just why a general who is getting 
about the same pay as a Member of Congress should be able to buy 
his cigarettes tax-free, while a Congressman pays full tax on his. Just 
why should a general and an admiral be able to buy meat at a commis- 
sary at low cost when some civilian who gets less pay is required to 
buy it across the street at regular retail price? These are questions 
that you are going to have to pass upon 

Mr. Osmers. There is one other questioa: Is the Government still 
in the business of selling and printing envelopes? 

Mr. Brown. I thiak it is in the Post Office Department. 

Mr. Osmers. The envelope industry of the United States is well 
developed. ‘They have a good product at a modest price, and yet it 
is possible to go into any post office and order printed envelopes at 
prices that are so ridiculous when compared to commercial prices that 
jt 18 impossible to comopoete 

Mr. Brown. If you will investigate, I thiak you will find it costs the 
Government more to print the envelopes thai it gets for them. 

Mr. Osmers. I am sure that it must be 

Just one final thought oa the question of costs. I do not see how 
cost alone could be the criterion as to whether the Government should 
rO into any operation or oot, because in the first instance about one- 


~J 


{ 


fourth of the entire revenue of the busi esses of this country goes to 
pay taxes Without local taxes, without rent, and all of the normal 
sales costs I do not see how cost alone could be used as a criterion. ] 
think, Madam Chairman, that Mr. Brown made a fine statemeat. 
Mrs. Harpen. Mr. Pilcher, have you any questions? 

Mr. Pitcuer. Not at this time. I think I am going to have a good 


many questions bef« e get through this report. I want to say this: 
That I have enjoye: ‘cy word Mr. Brown has said, and I know that 
we cannot say to iovernmeat, ‘‘Get out of business, period.” 
Because there are | rtain things that the Government has got to 
do, but thece is ne ise for the Governme it to keep expanding in 


industry in competution to private enterprise as it has io the last few 
years, a id coatinue to do so. 

| am against that, but at the present I am just going to listen and 
investigate. I have enjoved what Mr. Brown said. I agree with him 
on the majority of his statement. 

Mrs. Harpen. Thank you, Mr. Brown, for your very fine statement 
and for coming over here this morning. 

We are very happy to have as our next witness Congressman 
O’Neill from the 11th District of Massachusetts, who has the very 
important Ropewalk located in his district. 

Mr. O’Nettu. I would like to pass at this time, until I get Mr. 
Himmelfarb, one of my constituents, to assist me. 

Mrs. Harpen. We have other witnesses. 

Our next witness will be Mr. Jones of the American Retail Federa- 
tion. Will you please take the oath. Do you solemnly swear or 
affirm that the testimony which you will give in this hearing will be 
the truth, the whole truth, and nothing but the truth, so help you God? 

Mr. Jongs. Yes, ma’am. 
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TESTIMONY OF ROWLAND JONES, JR., PRESIDENT, AMERICAN 
RETAIL FEDERATION 


Mr. Jones. My name is Rowland Jones, Jr. I am the president 
of the American Retail Federation, a federation of 25 national retail 
associations and 34 statewide groups, together with affiliations with 
several hundred city, local and State retail associations. I would 
like to say in a preparatory way that we are here on a problem that 
has been with us for a very long time. My statement is brief and I 
would like to read it if I may in order to be factual. 

Mrs. Harpren. Without objection you may do so. 

Mr. Jones. At the conclusion of an investigation of domestic 
Armed Forces exchanges and commissaries (usually identified as post 
exchanges or PX’s) by the House Committee on Armed Services in 
1949 the committee stated officially that it had 
come to the conclusion that the Armed Forces are actively competing with 
established private business. In accordance with current regulations, a very 
wide range of merchandise is being sold through post exchanges and ships’ service 
stores and much of it duplicates merchandise being sold by retail businessmen 


within the same general area of the service activities. Due to the fact that post 
exchanges and ships’ service stores are not subject to State taxes, have not imposed 
a Federal retailer’s excise tax on appropriate items, have no rent to pay, pay only 
a portion of the upkeep of the premises, pay only a portion of the utilities and pay 
no salaries of the military personnel employed in the activities, it is inevitable 


that these stores can sell merchandise at a much lower price than merchants in 
the same vicinity. We deem this to be unfair competition. 

Twenty-five retailers appeared before that committee and told their 
stories of the impact of exchange competition upon their businesses. 
Many of these individuals later were subjected to severe retaliation, 
even boycotts, from local Armed Forces personnel many suffered 
substantial losses in business because they had dared to speak out 
against the practices of the exchanges. This would assuredly happen 
again today if merchants were testifying before this committee 
This is the reason we have not asked you to hear a merchant, but | 
can assure you of their intense interest in this subject. 

Late in 1949, an agreement was reached between the Armed Serv- 
ices Committee and the Department of Defense whereby: (1) The 
Federal retail excise tax would be collected by exchanges; (2) the 
special-order system for purchasing unstocked merchandise would be 
terminated. 1 would interpolate there, Madam Chairman, to say 
that that business up until 1949 had been of vast proportions. Almost 
any article of commercial production from automobiles on down could 
be purchased by members of the armed services through their post 
exchanges at manufacturers’ cost, plus 5 percent or 10 percent; (3) 
the list of approved items for resale in exchanges would be curtailed 
and price limits established; and (4) steps would be taken to insure 
that unauthorized individuals would not be allowed to purchase in 
exchanges or commissaries. 

The record of that investigation and the complete findings of the 
House Armed Services Committee appears in Report No. i115 of the 
80th Congress. Retailing was not entirely pleased with the compro- 
mise agreement but acquiesced to the committee’s suggestions. 

I shall not burden this committee with other details of the investiga- 
tion unless you wish more specific information on the findings of the 
Armed Services Committee. 
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Mr. Meaper. I do not like to interrupt your statement, but I 
thought right after you listed those points and the House Armed 
Services Committee agreement with the Defense Department, that 
you might say in what respect your retail association was not fully 
satisfied. What other points do you think should be made? 

Mr. Jones. We have some additional points in this statement, but 
briefly stated, we thought that the agreement as to the breadth of the 
stocks handled and the price limits were not realistic, that they simply 
stocked and sold a wide range of items for armed services personnel 
which went far be yond convenience on the post. The price limits on 
various categories are much too high, and the range of products was 
much too high. We do not think they ought to be selling lawn 
mowers or expensive golf clubs and a wide variety of things of that 
kind. 

As far as the special-order-elimination situation was concerned, we 
were much pleased about that. We were glad that they started to 
collect the 20 percent Federal excise tax because the 20 percent thing 
alone, from a competitive sti andpoint, was a very important point, 
Does that answer your question? I think there will be other answers 
as I get into this statement 

The committee did state in summary that— 

The privileges which we have preserved are very substantial and are sufficiently 
attractive to encourage future violations. It is obvious that such vYolations 
cannot occur unless military personnel, and other authorized patrons, become a 
party to the violation. We stress this word of warning, that if such violations 
continue they will inevitably result in further congressional investigation. The 
future of resale activity privileges in the Armed Forces is entirely within the 
hands of those who will continue to enjoy those privileges. They shall either 
protect them and keep them or abuse them and lose them. 


»} 


Soon after the outbreak of the Korean war, complaints of unfair 
competition on the part of Armed Forces exchanges and commissaries 
again rolled into our office. When these complaints were called 
eens to the attention of the House Armed Services Committee, 
we were informed by the staff that such information would have to 
be documented with names, prices, places, and description of the 
merchandise. Accordingly, a survey was sponsored last November 
and December by retail organizations of 14 Army, Navy, Air Force, 
and Marine exchanges in Illinois, Ohio, Virginia, and the District 
of Columbia. This sampling survey was undertaken by a professional 
marketing research agency. The report of the survey indicated that 
unauthorized civilians could easily purchase merchandise in any 
exchange and that a system of referrals was widely employed whe reby 
merchandise not available in the exchange, such as electrical appliances 
and other luxury merchandise, could be purchased at a discount at 
favored establishments off the military installation. The survey also 
showed that the authorized list of resale items was being ignored by 
some exchanges. 

On March 27 the report of this survey was submitted to the chair- 
man of the House Armed Services Committee for such action as the 
committee might deem appropriate. We understand that committee 
has conferred with Pentagon officials but to date we have had no 
information as to what steps, if any, the committee plans to take to 
correct the inequities reported by us. 

We are pleased to have this opportunity to tell the members of this 
committee why we think steps need to be taken to restore exchange 
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operations more nearly to the scope intended by the Congress when 
in 1895 it authorized the Secretary of War to issue this directive: 

The post exchange will combine the features of reading and recreation rooms, 
a cooperative store, and a restaurant. Its primary purpose is to supply the 
troops, at reasonable prices, with the articles of ordinary use, wear, and con- 
sumption, not supplied by the Government, and to afford them means of rational 
recreation and amusement. 

In subsequent legislation the Congress authorized exchanges to stock 
and sell ‘small items of convenience and necessity” or “items for the 
comfort and contentment” for Armed Forces personnel. 

As the Armed Services Committee discovered in 1949, exchanges 
have deviated substantially from these original standards. Some 
improvements, somewhat temporary in nature, were achieved in 1949. 
Now we have proof that the 1949 agreement is being widely dis- 
regarded. 

Retailers understand and appreciate that some sales and restaurant 
facisities on Armed Forces installations provide an important morale 
factor—that profits from exchange sales are used for a worthy cause, 
that is, to provide recreation and amusement facilities not provided 
for from appropriated funds; but these sales outlets need not be and 
should not be department stores, offering shopping merchandise in 
a wide range of choices and prices. 

Retailers would have no quarrel with the Department of Defense 
if the Army-Air Force Exchange Service and its Navy counterpart, 
observed the reasonable standards established by the Congress for the 
operation of domestic exchanges to supply Armed Forces personnel 
‘Gtems of convenience and necessity.”” These terms, in our opinion, 
however, cannot reasonably be construed to include the glittering 
array of merchandise now displayed in exchanges across this country. 

Most of the sales stores are tastefully decorated and efficiently 
equipped with the latest type display cases and generally provide a 
comfort: able shopping atmosphere comparable to a modern downtown 
department store. If you were to visit the exchange at Bolling Air 
Force Base here in Washington, you would find a large, completely 
departmentalized retail operation with choice stocks of standard- 
brand merchandise at prices ave raging up to 25 percent below prices 
in downtown stores. You would find a barber shop, a beauty shop, 
a laundry and dry y-cleaning shop, a watch-re ae shop, vending 
machines, and a shoe-repair shop There are at least a half dozen 
similar ects operations in the District area. All of these Govern- 

ment-sponsored sales outlets are located within minutes of easily 
accessible and completely adequate commercial shopping facilities. 
There isno conceivable hardship for Armed Forces personnel and their 
dependents to shop in and around Washington. Neither the District 
rovernment nor the State of Maryland receive any sales tax from sales 
from exchange sales. 

In 1948 there were 374 such domestic exchanges. We are unaware 
of the number today, but we are confident that the figure is substan- 
tially greater. No doubt the $251 million annual sales reported by 
the Department of Defense in 1948 has today increased to a consider- 
ably larger figure. 

If I might interpolate, Madam Chairman and gentlemen, the figure 
of a total of $1 billion business is frequently used as present estimates 
of the volume of this business. 
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The combined net profit in 1948 was over $15 million. In addition, 
there were 213 resale outlets which did a gross business of nearly $80 
million as a result of nonprofit domestic resale activities from appro- 
priated funds in 1948. Of course, there are extensive exchange facili- 
ties operated overseas, and rightly so. No one would object to making 
available any needed commodity to personnel serving out of the 
country. Our concern is entirely with the domestic picture. 

Any sales volume figure issued by the Department of Defense needs 
to be adjusted to customary retail levels in order to reflect the true 
picture of the extent of exchange competition to private business. It 
has become a common practice for exchanges to seek ever-increasing 
volume of sales by reason of newspaper advertisements, special sales, 
displays, and all the other types of sales promotions ordinarily used 
by commercially operated department stores. A part of this aggres- 
siveness appears to stem from the fact that civilian exchange managers 
often have been schooled in some of our more successful retail estab- 
lishments and their salaries are conditioned upon achievement of 
certain volume of sales 

We find it difficult to find any justification for such incentive 2m- 
ployment contracts in exchange operations. Rather we suspect some 
of our difficulties are occasioned by individuals who do not have too 
scrupulous regard as to how they obtain volume just so they obtain it. 

This type of competition not only is unfair to private enterprise but 
it denies State and local governments of substantial revenues in sales 
taxes, real and personal property taxes, and other types of business 
taxes We know of.no instance where exchanges collect these taxes on 
Armed Forces installations 

The loss of corporate income taxes to Federal and State Govern- 
ments must also be substantial upon such a large volume of annual 
sales Losses in other types of taxes, rents, and insurance can only be 
Imagined. 

In the course of the recent survey of 14 exchanges a substantial 
ainount of merchandise was purchased. A part of this merchandise is 
presented here today. May I emphasize that all of this merchandise 
was purchased in exchanges by professional civilian shoppers—in 
civilian clothes. One researcher was a Reserve officer and when 
requested, so identified himself, but even a Reserve officer’s identifica- 
tion card establishes no right to purchase in an exchange unless that 
Reserve officer is serving at least on temporary active duty and to 
purchase all items in an exchange he must have been on active duty 
more than 72 hours. 

There is one more point I should like to make—exchanges as they 
are now operated create in the minds of consumers generally who come 
in contact with these prices a distrust of the integrity of retailers as 
price makers because the layman can’t understand that these military 
stores are operated with few if any of the overhead costs of doing 
business which the retailers must add to their cost before he reaches 
the break-even point, let alone show a profit 

Thank you for this privilege of telling you of a situation involving 
Government competition with private enterprise which we feel 
urgently needs correction 

We appreciate, Madam Chairman, the privilege of telling you this 
story. We believe that here is a gigantic Government business opera- 
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tion grown far beyond the necessities and any justification for it, that 
probably in our mind it will be one of tc best examples of direct Gov- 
ernment competition with private citizens aud business in this country 

Mrs. Harpen. Will you please furnish the subcommittee with a 
report of the survey which your organization conducted? 

Mr. Jones. Yes, we will be glad to offer that for the record. 

(The survey referred to above is as follows 


GERSON SURVEY OF VARIOUS ARMED FORCES EXCHANGES 
GERSON-CHASTKA ASSOCIATES, 
Washinaton bd, D e January 6 19 

Task COMMITTEE ON ARMED Forces EXCHANGES AND COMMISSARIES OF THE 

RETAIL INDUSTRY COMMITTEE 

Washington, D. ( 
Attention: Mr. James C. Lucas, Chairmar 

GENTLEMEN: Enclosed herewith is the report resulting from the investigations 

made by this organization of various Armed Forces exchange 














This study, which was authorized by your committee, intended as a f 
or pilot study in order to determine whether more detaile nvestiga 
warranted 

We shall be glad to discuss this report with the members of the committee at 
your convenie 

\ ruly yours 
G IN-CHASTKA ASSOCIATE 
WaLTER GERSON 
I. History AND PuRPos! 

A specia ibcommittee of the Committee on Armed Services. United S 
House of Representatives, completed an investigation of the dome ie re 
activities of various post exchanges, ships’ service stores, and comr 
the armed services in August 1949 Thi ibcommittee, headed by the Honoral 
Philip J. Philbin, called attention to violations in the retail acti ies of tl 
exchange and recommended that certain practices be stopped or sharp! 
trolled 

In the closing paragraph of its report, the subcommittee stated: 

Che privileges which we have preserved are very substantial and f 
ciently attractive to encourage future violations. It is obvious that such 
tions cannot occur unless nilitary personnel and other authorized personne 
become a party to the violation We stress this word of warning, if suc iolatior 
continue, thev will inevitably result in further cong ional investigatior 

Within the past 2 years the Task Committee « Armed Forces Exchang 
Commissari¢ f the Ret: Indu Con ttee has received compla 
retail merchants in various parts of the United States, which led t the be ef that 
these violations and practices which have been prohibited or controlled by ¢ 
gress, are again ihn existence rherefore the task committee authorized ar 


impartial study to be made by an outside research organization to determine 
whether such violations did actually exist At this stage the committee authorized 
a relatively small sample of exchanges to be studied as a pilot study to determin 
} 


whether a larger studv would warranted at a later date 


It was the purpose of this study to determine 


l Whether unauthor zed persons were beil permitted to make pur Ase 
forth in the armed services regi 


} 


in violation of the regulations as set 

of August 1, 1949, with amendments 
2. Whether items of higher-than-permitted value are being sold bv the 

various exchanges in violation of existing regulations; 

3. Whether exchange personnel are working out arrangements with 

favored retailers, in certain areas, by direct or indirect method. 
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II. Locations VIsITED 


The following locations were chosen to serve as a pretest in this study. 
1. Andrews Air Force Base, Washington, D. C 
2. Bolling Air Force Base, Washington, D. ( 
3. Naval Air Station, Washington, D. C 
larine Corps Base, Quantico, Va. 
5. Naval Receiving Station, Norfolk, Va. 
6. Marine Exchange, Norfolk, Va 
7. Naval Air Station Exchange, Norfolk, Va 
I 





. Armed orces Staff College, Norfolk, Va. 
9%. Norfolk Naval Shipyard, Portsmouth, Va. 


Wright-Patterson Air Force Bast Dayton, Ohio 
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IiI. Mrruop 
Tw nvestigators carried out the project as described this report. One was 
a woman wW wore ordinary civilian clothing and possessed no exchange card, 
military identification card, or similar identificatior ‘The other was a man also 
resse in ordinary civilian clot f He bore only a pink-colored United States 
A Ors iz Reserve Corps identification card, which is not acceptable for 
purchases in military exch He id not possess the green identification 
1 whic is required, no! he possess any other exchange identification. 
Neither investigator wore a railitary uniform or any part thereof. No false 
he investigators made observations of the facts as reported, talked with 
xchange personnel, and made purchases as reported herein. 
IV. FInpDINn¢ 
1. BOLLIN( IR FORCE BASE, WASHI ON, D. ¢ 
| s a large exchange which appears to carry on an active business similar 
to that of a_ successf retail department store Merchandise is displayed 
attr [ f 1 tne eCTSO! fl M&kKes @& VeTy real eff tT te sell to the customer. 
investigators visited the main exchange of Bolling Air Force Base 
Pte » 1059 
} No items were observed which were higher in price than specified by 
res 
( es No purchases by other civilians without proper identification 
The investigators purchased the following: Costume 
When the purcha of costume jewlerv had been 
| eX we The investigator admitted to 
er TI clerk checked with another employee, who ap- 
i ( artment nd ay I roved the purchase, but 
cautioned the investigator against attempting to make any further purchases 
ut it this exchang The investigator who purchased the perfume did 
( V request for identification of any kind. 
(‘ash re t ts only 
( efe \ mpt was le by the investigator to obtain 
’ ‘ or referral to a downtow!1 for the purchase of jewelry. 
( id 3 offer to give ich referral cards 
2, NAVAL AIR STATION, WASHINGTON, D. C. 
[his is a comparatively small exchange, but appears to be well stocked, 
Personnel makes sales effort similar to that of any retail department store. 
Date The investigator visited the exchange of the Naval Air Station, Wash- 
II t 1) m October 23 ] 52 
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Civilian sales—No purchases by other civilians without proper identification 
were noticed. 

Sales to investigator.—The investigator purchased the following: Man’s tie clip, 
pair of women’s nylon underwear, pair of nail scissors. 

Identification required No request was made for exchange identification from 
the first clerk who sold the man’s tie clip and the women’s underwear, but the 
other sales clerk, who sold the nail scissors, asked for identification and then 
quickly said, ‘‘Oh well, I see that you bought other things here—that’s O. K.” 

Sales slips.—No signatures on sales slips requested. 

Courtesy cards or referrals —Attempts were made to obtain courtesy cards or 
referrals to downtown stores for jewelry. None were offered or obtgined. 


3. MARINE CORPS BASE, QUANTICO, VA. 


This is a very large exchange in its own building with a number of salesrooms 
on two floors. In this exchange the personnel appeared to make obvious efforts 
to sell, through aggressive sales polcy. he sales pressure on the purchaser here 
seemed to be greater than in a number of the other exchanges visited in this study 

Date.—The investigator visited the exchange at Quantico, Va., on October 25, 
1952 

Pricing.—Footlockers were being sold at $63 (permitted invoice price $48 
The clerk in the fountain pen counter reported that they usually have fountai: 
pens at $23 (permitted invoice price S15 , but were temporariuy out of stock 

Civilian sales —No purchases by other civilians without proper identification 
were noticed. 

Sales to investigator.—The investigator purchased the following: Man’s belt, 
clock, man’s sweater 

Identification required.— During the purchase of the sweater, a ‘‘PX or ID card 
was requested. The sales clerk took the card and noted the number. While 
purchasing the man’s belt the clerk said to the investigator, ‘‘ You do have an ID 
ecard, don’t you?” The investigator replied that he has a Reserve officer’s card 
This appeared to be sufficient. The investigator inquired as to whether it is the 
policy of the exchange to be particular about identification and the clerk replied, 
“Not too particuiar.”’ The investigator went to the camera counter and pur- 
chased a camera for $6. When the investigator was unable to produce identifica- 





tion the clerk refused to sell the camera. At the jewlery counter, the investigator 
purchased an electric alarm clock. The clerk said, ‘“‘I assume that you have an 
ID ecard.’’ The investigator merely nodded—no further questions were asked 


Sales slips.—The only sales slips required in these transactions were for the 


purchase of the man’s sweater. 

Courtesy cards or referrals —An attempt was made by the investigator to obtain 
a courtesy card or referral to a downtown store for the purchase of jewelry. The 
personnel did not offer or give such referral cards. 


4. ANDREWS AIR FORCE BASE, WASHINGTON, D. C, 


This is a fairly large exchange in which the personnel and the display policy 
indicated aggressive merchandising practices commensurate with a successful 
and active retail department store. 

Date The investigator visited the main exchange at Andrews Air Force Base 
on November 7, 1952. 

Pricing.—No items were observed which were higher in price than specified by 
regulations. 

Civilian sales—No purchases by other civilians without proper identification 
were noticed. 

Sales to investigator.—This investigator purchased the following: 1 Revereware 
pan, salt and pepper shakers, 1 roll of 35-millimeter film, one 4-color fountain pen, 
a sink nozzle, 2 pairs of men’s socks. These were purchased from three different 
sales clerks at this exchange. 

Identification required.—An exchange card was requested half-heartedly by all 
three of the sales clerks. While the investigator pretended to look for her identi- 
fication, the sales were rung up and the card was never requested again. 

Sales slips —The investigator was asked to sign sales slips for each of the items 
mentioned above except the men’s socks. 

Courtesy cards or referrals.—An attempt was made by the investigator to obtain 
a courtesy card or referral to a downtown store for the purchase of jewelry. The 
personnel did not offer or give such referral cards. 
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5. NAVAL RECEIVING STATION, NORFOLK, VA. 


‘T ich the personnel displayed selling techniques 
1 r department store. ‘The exchange is in its 
Ow we stocked 


t the Ns 


the main exchange a Naval Receiving 








Stati 15, 1952 
Pricir ich were higher in price than specified by 
( in sales One man in civilian clothing was seen to purchase an Emerson 
§ del radio for $29.50 on the basis of his signature on a sales slip only. No 
ntification was required. A lady was seen by the investigator to purchase about 
Sif ( | and pal without 1dentineation or sale slip requirements. 


Another woman was seen to pur se about $2 worth of children’s toys without 


Sales to investigator—The investigator purchased the following: Shaeffer pen 
and pe set, an Arrow rt, mal slacks 

Identification required The investigator attempted to purchase an $0.08 note- 

und the clerk demanded to see an identification card. A Reserve officer’s 

iT \ He 1 purchased a $5 pen and pencil set from the same 

clerk At another department a purchase of man’s slacks was made without 

r for identificatior He purchased a man’s shirt from still another clerk 


for which no identification wa reque ted 
Sales slips In the case of the pen and pencil set, the investigator was required 
s a sales slij In the case of the shirt no sales slip was required. When 











purchasing the mans slacks a sales slip was require i The investigator asked 
( t t was necessary to sign a sales slip here and was told, 
Wi for all purchases over $5 
( ' ards a referr On first entering the exchange, the investigator 
pret oman’s diamond ring which was of a higher price than 
those $69.30 The clerk informed the investigator that they 
did no igh iced rings in stock, but she presented him with two courtesy 
car . ations who would give him a discount on the basis 
f t tigator returned to the jewelry counter at a later hour 
and more courtesy cards by a different sales clerk. On this 
o1 red the investigator a diamond ring for $53 which she 
said $300 downtown.”’ 
6. MARINE EXCHANGE, NORFOLK, VA 
This is a comparatively small exchange but does have several salesrooms, 
The exchange appears to be well stocked and cierKS pursue an active selling 
This exchange is similar to a small and successful retail dry goods store. 


Date The I stigator visited the Marine Exchange, Norfolk, Va., on 





No er 15, 1952 
i qd No items were bserved which were ignhner in price than specified 
by regulations 
Civilian sales.—The investigator observed the purchase of children’s toys 
bo $3), ladies’ hose ($2.70), ladies’ underwear ($0.70) by civilians without 
lentification or nature : 
es to investigator.—The investigator purchased the following: 8-millimeter 
Y LON fil 
Identification rec red When purchasing the first roll of 8-millimeter color 
, ule ($3.25) without request for identification. How- 
\ asked for a second roll of film he was required to 
ow : pparently was sufficient identification and 
vher the reason for the card, he was told that any item 
over this manner 
S was required on a sales slip for the first roll of film, 


urchase of both rolls of film. 
Courtesy cards and referra Attempts were made to obtain courtesy cards 
or referrals to downtown stores for purchase of jewelry. The clerk replied, 
Well, I don’t give courtesy cards here, but they do at the naval air station.” 





7. NAVAL AIR STATION, NORFOLK, VA. 


This is a large exchange in which the merchandising activities are commensurate 


with any large department store. It appeared to be well stocked. The clerks 
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showed an interest in promoting sales. The exchange is in a large buil ling 
of its own 

Date Che investigator visited the main exchange at the Naval Air Station, 
Norfolk, Va., on November 15, 1952 

Pricing.—No items were observed which were higher in price than specified 


by regulations 


Civilian sales There were countless sales being made of clothir g, Sports 
equipment, cosmetics and similar items without any attempt to obtain identi 
fication In only a very few cases were signatures required on sales slips 

Sales to investigator The investigator purchased the following: A briefcase, 


a tennis racquet, 2 men’s Van Heusen shirts 

Identification required.—No identification was required duri1 
of the briefease despite the fac 
»} 


( 


t that the merchandising manager f 
ange was standing within 10 feet of the clerk making the 
racquet was purchased without request on the part of the clerk for identificat 


hnirts 





and the same was true during the purchase of the Van Heu 








Sales slips.—During the purchase of the briefcase the re was required 
ales slip. Both the tennis racquet and men’s shirts were sold without 
ire on sales slips being demanded. ‘These sales were made to the in- 

stigator by three different clerks 

‘ourtesy cards or referrals On entering the exchange, the investigator at- 

tempted to purchase a diamond ring somewhat better than those shown for 





$67.30. The clerk offered and gave the investigator two courtesy cards to down- 
town Norfolk stores 

NOT? The Naval Air Station, Marine Exchange, and Naval Receivir 
ion exchanges are all within one large enclosure and under one command in 


Norfolk. 


S ARMED FORCES STAFF COLLEGE, NORFOLK, VA 


lr} s a small exchange in which the personnel and merchandising activity are 





te with that of any small dry-goods store rhe exchange was very 





DI e thar pecife 1 by 
pre er tion 
lowing: 1 man’s bat} 
undard iles for for 
re expensive diamond 
unge does not handle 
r of the Armed Forces 
Mavo q re j ot € 
mse: the Ves stor 
ur te \ oO! et 














not discernible) is or 

ip the telephone and 

{I Het n gave 

the investigator 

hom the investi- 

iversal Produ »., manufacturers and distributors 

f jewelry Mr. Mavo then wrote on another piece of paper the name of the 

Mavo Appliances, 2211 Hampton Boulevard, with the name of one Bill ‘‘Mayos’ 

ibid.). This was for the purchase of a large television set. When the investigator 

inquired whether the place referred to on the slip belonged to Mr. Mayo (R. L 
Mavo), he re plied ‘No, it’s my | ither’s place When thev took the sp 

orders away from us, I told him to open that place ar 1 we work together 





ought to get 25 to 35 percent off there and 50 percent off in the other place 
don’t treat you right, come back and tell me. No kidding I want t 
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9. NORFOLK NAVAL SHIPYARD, PORTSMOUTH, VA. 


This is a fairly large and very active exchange which is very well stocked. 
Personnel pursues an active sales policy. 

Date.—The investigator visited the main exchange at the Norfolk Naval Ship- 
yard on November 15, 1952 
* Pricing.—No items which were higher in price than specified by regulations. 

Civilian sales.—Various persons in civilian clothing were seen to make purchases 




















of tume jewelry, men’s clothing, and photographic equipment without presenta- 
tion of identification. In no case was there any observation made of failure to 
require signature on a sales slip 

Sales to investi The investigator purchased the following: 1 camera, 
1 Timex watch. 

Identification required ntification was required for the purchase of the 
camera \ Reserve officer was required for the purchase of the Timex 
wat Pure ases were mat two different Saies Cierks, 

Sales slips.—For the purchase of the camera, the investigator was required to 
sign a sales slip. The same was true for the purchase of the watch. 

Courtesy cards and referra Che investigator attempted to purchase a diamond 
ring, a vhich was not for rexchange. One of » clerks 
su ted that the investigator s ck, Manager of the exchange, 
v A d be able to helr ’ willingly gave the investigator 
the addresses, in his handwr ’a., concerns who would be able 





appliances at a discount 
10. WRIGHT-PATTERSON FIELD, DAYTON, OHIO 


nerchandising activity are 
any modern retail dry goods store. The exchange 





Date The investigator visited the main exchange at Patterson Field on No- 
vember 20, 1952. 

Pricing No items observed which were higher in price than specified by 
reguiat n 

Civilian sales.—No purchases by other civilians without proper identification 
were observed 

Sales to investigator The investigator purchased the following: 4 bed sheets, 
1 fishing rec 

Identification required.—A Reserve officer’s card was required for identification 
by both clerks 








Sales slips A sales slip juired for the purchase of the fishing reel but 
was not demanded with the } hase of the bed sheets. 

Courtesy cards and referral Attempts were made to obtain courtesy cards for 
downtown stores for jewelry. None were offered or obtained 


ll. FORT HAYES, COLUMBUS, OHIO 


This is a very small exchange located in the headquarters of the Second Army 
Command, There were only two clerks here. It is in the basement of one of the 
buildings on the post 

Date The investigator visited this exchange on November 21, 1952 

Pricing.—No items were observed which were higher in price than specified by 
reguiations, 

Civilian sales—No purchases by other civilians without proper identification 
were noticed. 

Sales to investigator.—The investigator purchased the following: Men’s pajamas, 
woman’s pearl necklace 

Identification required.—The clerk requested an identification card and when the 
investigator showed his Reserve officer’s card, the clerk remarked, ‘‘Well, I’m not 
supposed to sell to you on this kind of card, but don’t say anything, I will. They 
do it for everyone else.’? While wrapping the man’s pajamas, she again admon- 
ished the investigator ‘‘not to say anything.” 

Sales slip.—No sales slip was required for the pajamas, but a sales slip was 
required for the pearl necklace. 

Courtesy cards and referrals Attempts were made to obtain courtesy cards or 
referrals to downtown stores for jewelry. None were obtained or offered. 





e 
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12. LOCKBOURNE AIR FORCE BASE, COLUMBUS, OHIO 


This is a very large exchange in which the personnel and display policy indicate 
merchandising practices commensurate with a successful and active retail depar 
ment store 

Date The investigator visited the main exchange at Lockbourne Air Force 
gase on November 21, 1952, 

Pricing.—There was an engagement and wedding ring set which sold for $82 
(permitted invoice price: $42.50 








Civilian sales \ number of persons in civilian clothing were seen to make 
purchases of electrical appliances, mer clothing, women’s clothing, costume 
jewelry, and children’s toys. No use of sales slips was observed in at these 
transactions , 

Sales to investigator. The investigator purchased the following: Men’s t et 
kit, child’s toy. 

Identification required.—When purchasing the men’s toilet kit the clerk re 
quested identification. The investigator pulled his Reserve officer’s card only 
partially from his wallet so that only the seal of the United States could be seen 
Neither name nor picture was discernible. The same procedure occurred in the 
purchase of a child’s toy. Apparently both clerks were satisfied with thi me 


what ¢ identification 


Sales slip No sales slips were req 





sory glance a 
ired for either ancac Y 

lired for either transacti 

Couitesy cards or referrals (n attempt was made by the investigator to obtain 





a higher priced diamond ring than shown here. He was referred to the buyer of 
the exchange who gave him tw ps of paper bearing the names of two Columbus, 
Ohio, stores in which discounts could be obtained. One of these slips contains the 


name of the buver and is for jewelry: the other is for the purchase of electrical 


appliances r television recelve 


13. FORT LEE, PETERSBUR‘ VA 


This is a fairlv large exchange located in its own building Business was ver} 
brisk and 
sales policy. 

Date The investigator visited the main exchange at Fort Lee, Va., on De- 





le store appeared to be well stocked. Clerks followed an aggressive 











cember 5. 1952. 

Pricing \ man’s suitcase selling for $50.50 was observed (permitted invoice 
price S30 

Civilian sales.—One man in civilian clothing who purchased a toaster appeared 
to be reaching for his wallet and reserve « when the clerk said, ‘Oh, that 
O. K., don’t worrv about it.’’ Most customers here were in military uniform 

Saies to nvestigato The following were purchased by the investigator: Per- 
fume, man’s shirt, Hamilton-Beech food mixer 

Identification re red.—While purchasing the perfume an exchange or Reserve 
card was requested. As the investigator began to pull his Reserve card from | 
wallet, the clerk said “‘O. K.’’ and completed the transaction The same exper 
ence was encountered with the man’s shirt, except that the cler aid Q! 
have a pil card I have never eer f those before. Despite thi he 
made no attempt to learn whether this ma fide identificati In t pur 

e of the Hamilton-Beech food mixer ne entification whatsoever was ré¢ 

quested Purchases were made from three ditferent clerl 

Sales ps For the perfume a sales slip was requested For the man’s shirt a 
sales slip was not demanded Onlv a cash register receipt was pres¢ nted In the 
case of the Hamilton-Beech food mixer a sales slip was required and it will be 
noted that a false name was used by the investigator in order to show that th 


practice could be followed by anyone attempting to purchase in this exchange 


Courtesy cards and referrals An attempt was made by the investigator to 





obtain a courtesy card or referral to a Petersburg store for the purchase of jewelry 
The clerks did not offer or give such referral cards 


14. CHANUTE AIR FORCE BASE, RANTOUL, ILL. 


This is a large exchange which carries on a brisk business and practices the 
finest merchandising policies commensurate with any active retail department 
store. Personne] makes every apparent attempt to “‘sell.”’ 

Date.—The investigator visited the main exchange at Chanute Air Force Base 
on December 13, 1952. 

Pricing.—-The following items were observed which appear to be contrary to 


‘ 


pricing regulations: A Beltica camera and kit, $63.25 (permitted invoice price: 
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a Ronson cigarette lighter and case, $11.50 (permitted invoice price: $9); 
Sortilege perfume, $14 plus tax (permitted invoice price: $6 


in sa A number of persons in civilian clothing were seen to purchase 




















1rmen, women, and children without any identification whatsoever. In 
however, sales slips appeared to be required 
nvestigat rt estigator ised the following: A man’s wool 
D-II I er ¢ I e lighter 
ntif n re During the purchase of the 35-millimeter film, the clerk 
‘ é itior ul rt nve rator began to pull his Reserve 
I card from | wallet ar t clerk said, “O. K.’’ The investigator 
red if such identificat always demanded. The clerk replied, ‘‘Yeah, 
al e ne ] t te what r nam t I have to 
‘ x ] t rh ft ( t ] r ti purchase of the 
rt, tl f { Lor I f it vou are in the 
The ( ( ide N t tion was required 
D ( i ter 1 ¢ int similar to the 
i f the pur se of the film A sale 
( i for the 1 und t I e “Gruber” was signed 
i ume \ S 4 re se and also signed with a fal 
f t cl rf t ( tt te he fa ani vere used il 
to 1 it na inv Cl 1 iv con tl ex i and buy imply 
f s ature 
/ l l ré \ ittempt was ma by the es rr to 
L ¢ r or referral ca to a downtown store f e purchase of jewelry 
ey el did not offer eard 
V. CONCLUSION AND SUMMARY 
e findings which have been presented as a result of this pilot study of 14 
es are of particular interes hen they are revi¢ lin the light of existing 
ut roverning these exchange A summary of these findings follows: 
The mo importa ( 1 0 be reached fron exchanges in- 
rated, is that it is entirely possible for a civilian, dressed in civilian clothing 


er any one of these exchanges and to make purchases almost at will. As a 


e exchange w! nN ar intended to serve 1llitaryv pe rsonnel become econ- 


nt shopping places for alm anyone who cares to buy In many cases no 





rity or identification at all is required—only the necessary money. 











f nstances, no identificat wny kind was required 
The presentation of proper identification is apparently a d 
the discretion of the clerk involved Purchases totaling $219.38 have been 
by the investigators in this study All have been made without proper 
neation In all the ex ange visited onlv one clerk refused to sell to an 
tigator because he did not have proper identification (Quantico And 
thin this same exchal other clerks willingly sold merchandise without 
lentific yn at all or o1 prest of proper credentials 
e attit on the part e per appears to be one of considering 
r exc! e identificatio 4 un ¢ which they must comply, but do 
ids At t two cases hay cited where clerks hg admitted 
thev pay little or no atte n to the identification presented. The noting 
ne, rank, and seria imber has been the exception rather than the rule in 
xchanges studied 
a result, reserve officers without proper authority may use the exchanges 
{ Wl 
r does tt practice ear to be confined personnel] in the 
( Three « have been cited wher ecards to downtown 





s were given by a buyer or manager. Not one of these persons requested 





ecessary identificatioz 
uuld be pointed out again that the investigators wore normal civilian cloth- 
] ac attempt » hide their status 


is stated in the Armed Services Exchange Regulation of August 1, 1949, 
mn Il, page 4 2-301, Positive Identification Required Anv individual who 
to make a purchase from an exchange shall be positively identified as an 
rized patron prior to consummation of a sale. Credentials shall be carefully 
ed to insure that each individual is entitled to the privileges he seeks. 








shall be made only to authorized persons 
‘tion 3, page 6 of the same regulation states: ‘‘Only those items marked with 
terisk (*) may be sold to members of Reserve Components who are on duty 


ey 
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for less than 72 hours see paragraph 2-201.1).”’ Without « xception, the items 
purchased did not have an asterisk in the official regulations 

On the basis of the experience as outlined in the “Identification Required” 
paragraphs, as shown heretofore, the use of proper identification appears to be 
nothing more than a necessary evil to the personnel operating the various exchanges 
studied. 

3. The Armed Services Exchange Regulation of August 1, 1949, section I\ 
part 5, in speaking of sales slips, states: ‘‘4—501 Sales Slip A sales sh] ull f 
used by all excl i 
sales price of $5 or over 
time the sale is consummated, and shall include a statement identifying that 
merchandise is not for resale and is for the personal use of the purchase: 


anges to rd tt » item f merchandise bearing a 





ese sales slips shall he signed bv the 1 atron at t 





dependents, or for use as a bona fide gift The purchaser shall indicat 
mark in appropriate place on the sales slip for which of these purposes the met 
chandise is obtained.”’ 

As in the case of proper identification, the u fsa slips appears I { 


the discretion of the exchange personnel. The regulations on this subject ar 





ng out of policy has been to | 
) sales Ip wa require 1 f r pertun ( tl r SX 10 
vithin the same command) sales slips were r¢ lired 
2 to $1.78 In at least two other instance 
tor it s ile price Of S09 or OV 

those sal ere t ntended use of t ten 
marks shown have, without exception, been placed 


there by the sales personne without asking the investigator for what use the item 





was intended. 
[t may be con 
aiso become a neces 


‘efore, that the carefully designed sales s If have 
ary evil in the exchang 

} As has been shown in this report, several of the ex anges Fort Lee, Quantico 
Marine Base, Lockbourne, and Chanute Air Force Base) appear to have items 
which are higher in price than those permitted by existing regulation 

On the whole, it appears that prices are kept carefully within the pricing policies 
as set forth in the regulations. However, in at least 5 cases the investigators were 
given “courtesy cards” or referral slips to merchants in nearby locations, as a 
result of which items could be purchased at substantial discount. In this manner 
it becomes possible to circumvent existing price regulations. 

5 Although only 5 of the 15 excl 1 offe red or tendered ““eourtesy 
cards” or referral slips, it appeared to be common knowledge that these cards are 
available. In some cases they appear on printed forms which require only com- 
pletion by the sales person or exchange manager. In at least 2 of the 5 cases t 
cards were offered not requested. 

In the case of the Armed Forces Staff College, Norfolk, Va., one of the merchs 
to whom the referral was made, is the brother of the manager of the exchar 
who made the referrals. 

6. By and large the exchanges visited are large establishments which carry on a 
brisk business similar to that of a successful retail department store. Merchandise 
is attractively displayed. Display cards are used and if one did not know that 
he is on a military base, he could ascertain no difference in stock or merchandising 
from the average department store. Clerks and management follow a decidedly 
aggressive selling policy. 

In conclusion, it seems apparent that the regulations as set down by the Special 
Subcommittee of the Committee on Armed Services of the United States House of 
Representatives and the Armed Services Exchange Regulations are subject to 
the whim of the personnel and the management of t! 





Ss st idied. 





anges visite 








the various exchanges studied 

Based on the exchanges studied in this project, almost any civilian desiring to 
do so may purchase in an Armed Forces exchange. Proper identification or sal 
slips are either not required at all or requested as a matter of form. 

It cannot be successfully argued, we believe, that the conditions which exis 
are to be found because of a shortage of competent sales personnel. This is sl 
by the fact that management takes an active part in the issuance of courtesy 
or referral slips. It is obvious from this report that management works \ 
closely with certain merchants in locations close to the various exchanges. The 
outstanding case, of course, is that of the Armed Forces Staff College in Norfolk, 
Va. 

Throughout the exchanges there appears to be a lack of consistent policy and 


enforcement in requirements for identification, sales slips, pricing, and referrals 
This inconsistency exists not only within the exchanges themselves, but may be 
found also when making comparisons among exchanges studied. 


Respectfully submitted. 





WALTER GERSON. 
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Mrs. Harprn. Do you want to show the subcommittee some of 
the items that you purchased at these various exchanges? 

Mr. Jones. Yes, I would like to. 

Mrs. Harpen. I think it would be well to lay them out on the table 
and while you are doing that, Mr. Meader, do you have any questions? 

Mr. Meaper. Yes. 

Mr. Jones, | am not sure that I understood you correctly to say 
that you thought it was all right for the armed services to have these 
post exchanges in this country but you felt they should be limited as 
to the type of articles they can sell. Is that it, substantially? 

Mr. Jones. Yes. To say it a little differently, we feel that a pos 
exchange ought to be allowed to operate a recreational loafing p sae 
wherein there would be a snack bar, soda fountain, tobacco and small 
items such as razor blades, toothpaste, shaving cream, tooth brushes 
and what we call notions in retail trade which it would be a littl 
unreasonable to ask them to make a trip off the post when they needed 
them in a hurry on a busy day, but we think the vast majority of 
things ound ked today goes far beyond that, such as radios, cameras, a 
wide range of luggage, garden tools, almost anything you can imagine 

Mr. Meaper. What descriptive terms can you use to limit mer 
chandise to the type that is aynesadiaan to be bought in a post 
exchange? 

Mr. Jones. It is awfully hard to write the definition. The armed 
services people know what we are talking about in this matter. What 
we are complaining about is a steadily expanding business operation 
by Government which is highly promoted by its own people, plus the 
fact that we don’t know any way, with thé dependent privileges, 
whereby civilians can be barred without a great deal of trouble. 

Mr. Mraper. Our difficulty is not so much about general principles 
Our difficulty is in finding a formula which is workable and under- 
standable. 

Mr. Jones. That is right. 

Mr. Meaper. I thought perhaps, being in the position you are in 
you might offer some kind of description more than just convenience 
and necessity. That can be stretched to mean anything 

Mr. Jones. The formula I mentioned is a food service, a snack bar, 
soda fountain, soft drinks, tobacco products, maybe a few pipes 
cigaretteholders, little things of that kind, but when they go into 
women’s lingerie and gift jewelry, that is when they go far beyond 
the pale of the direct. language of the Congress which presents a 
formula which can be rationally enforced and not expanded and 
abused to the maximum that is now being done. 

Mrs. Harpen. Mr. Brooks? 

Mr. Brooks. I wanted to ask this question; aren’t the post ex 
changes now limited in the amount of merchandise that they can 
legitimately sell? I mean the total cost of the items which can be 
sold. 

Mr. Jones. There are limits on the price range, but they are very 
generous limits and they are limits which encompass the lion’s share 
of the volume. You cannot buy a $300 diamond ring at the post 
exchange but you can buy very good cameras and all that other wide 
range of merchandise which falls within the gamut of things the 
ordinary citizen buys. 

Mr. Brooks. Is that limit $100 now? 
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Mr. Jones. * varies with the type of product. 
Mr. Brooxs. Could you work us up a specific definition, since you 
are in this business, if you would work us up a definition of com- 


modities which you feel should be offered to those men in the armed 


services that should be sold in the post exchanges. 


Mr. Jones. We will be glad to do that and will be glad to offer our 
basic recommendations at that time, and any recommendations that 
we think are appropriate for the purposes of this subcommittee and 
for the benefit of the committee. 

(A suggested list of items of convenience and necessity follows:) 


AMERICAN RETAIL FEDERATION, 
Washington 6, D. C., June 22, 19 
Hon. Cecin M. HARDEN, 
House of Re preser tatives, Washington, a. 

Dear Mrs. HarpEn: When I appeared before your subcommittee on Tuesday, 

June 9, to discuss the competition of Armed Forces exchanges with privately 
owned retail stores, Congressman Meader asked me to submit a list of items which 
retailers believe could be appropriately offered for sale in Armed Forces exchanges 
within the limitations laid down by the Congress when it authorized the estab- 
lishment of such exchanges. Iam glad to respond to this request and am attach- 
ing i this letter the list of merchandise which I promised. 
I should like also to express my appreciation of the very cordial reception which 
you and your subcommittee accorded me on June 9; it was a real privilege to have 
the opportunity to discuss with you a type of Government competition with 
private business which most of retailing believes should be corrected. 

May I take this opportunity to emphasize that it is not on desire that 
Armed Forces exc hang s be eliminated (as has been alleged within the last month 
by some segments of the military press) but merely operate -d in the manner that 
the Congress intended when it authorized the Government to supply “‘articles of 


} 1 


onal needs” as & convenience in promoting the comfort and conte ntment 


41ll p rso } 
of Armed Forces personnel. If the merchandise offered for sale in Army, Navy, 
Air Force, and Marine exchanges were restricted to the items contained in the 


attached list, I believe this stated purpose would be served. 
Very truly yours, 
ROWLAND JONES, Jr. 


Li r IreMsS OF CONVENIENCE AND NECESSITY OR ARTICLES OF SMALL PERSONAL 
NeEps Wuicu RETAILERS SUGGEST CouLp APPROPRIATELY BE STOCKED AND 
SoLtp TO AUTHORIZED PatrRoNs OF Domestic Army, Navy, AiR Forcr, AND 
MARINE EXCHANGES 

Candv and confections Tobacco and accessories—Continued 

Candy Papers, cigarette 

{ ne W1Ing gu m Pipes 

Cookies crackers Pipe cleaners 

Ice crear Pipe filters 

Nuts, popeorn, and potato chips Pouches, tobacco 
Beverages: Tobacco, pipe 

Beer, bottled or draft, alcoholic Toiletries and drugs: 

ntent not in excess of 3.2 Bags, douche 
percent in weight Belts, sanitary 

Soft drinks Bottles, infants’, including nipples 
Toba co and accessories: Br ishes 

Ashtrays Combs, pocket 

Cases, cigarette (nonprecious metal Containers, soap, toothbrush, ete. 

Cigars, cigarettes, and tobacco Cotton, absorbent 

Flints and wicks Cream, dental 

Fluid, lighter Cream, shaving, lather 

H« I lers, cigar or cigarette (non- Cream, shaving, brushless 

precious metal Dental floss 

Humidors Dentifrices 

Lighters (nonprecious meta Deodorants, perspiration 

Matches Fluids, cleaning 


Moisteners, tobacco Hair preparations 





Toilet 
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ries and drugs—Continued 
Jelly, petrole um 
Lipstick (nonjewelry type 
Napkins, sanitary 
Nets, hair 
Pins, hair and bobby 
Polish, nail 
Pon ade, lip 
Powder, face and compact 
Powder, foot 
Powder, talcum 
Powder, tooth 
Prophylactics 
Puffs, powder 
I ety, and blades 
Remedies, standard, first-aid, in 
accordance with perinent direc- 








lves 
Remover, nail-polish 
Rouge, including eye makeup 
Shamne 
“ i 
Shavi cessories and supplies 
Skin creams nd lotions 
sO la iry r flake 
s id] 
Sons toilet 
— lut 1 ti 
Sun glasses 
Tissues, cl g 
Lis t i 
Wash cl 
! periodicals and supplie 
ks, ma s and perilo¢ l 
Q et r, including postal 
( 1 I i 
Pp — 
p> I ( Us Metal 
' ! ul 
) Scat Q ling 
: } 
Photo frame nonprecious metal 
stationery and s plies 
Training ai ipplies 
ive Gasoline, oil and anti 
{ al « i nt and supplies 
| g athletic, ($5) limit per item 
i and accessorit military type 
litary personnel only 
elts 
Caps 


ap covers 
iJresses 
Garters 
Gloves 
Insignia 
Mufflers 
Neckties 
Shirts 


Qt} 


wHnoes 


Clot 


hing and accessories—Continued 

Skirts 

Socks 

Trousers 

Cloth and findings for outer gar- 
ments of tailor-made uniforms 

Outer garments, in accordance with 
departmental regulations and 
with procedures prescribed by 
the exchange services 


Clothing and accessories (civilian type 


Athletic apparel (for use in active 
sports and not suitable for street 
or social wear, $5 limit) 

Collar stays 

Dress shields 

Handkerchiefs 

Handbags, ladies, ($5) limit 

Helmets, sun 

Mu file rs 

Pajamas ($3) limit 

Sandals, bath 

Slippers 

Supporters, athletic 


Photographic equipment and supplies: 
Camera and photographic supplies 


2 


Jewe 


5) limit 
Irv: 


Alarm clocks (nonjewel movement 
Watch straps and attachments 
nonprecious metal 


Housewares and accessories: 


ViIS( 


P 


voice 


Bags, garment and laundry 

Electrical bulbs, plugs, outlets, and 
Wire 

Glasses, drinking (25 cents) limit 

Hangers, clothes 


ellaneous 


Belts, money 

Buttonboards 

Cloths, metal polishing 

Cloths, shoe 

Flashlights, bulbs, and batteries 

Key containers 

Knives, pocket or sporting (non- 
precious metal 

} 


zaces, shoe 


uggage, including trunks, foot- 
He bags, ($7.50) limit 


Mirrors 

Needles and thread 

Polish, shoe 

Religious goods (layman only 
SCISsOrs, small 

Shoe-cleaning supplies 

Shoe trees 

Stoppers, ear 

Towels 

Wallets (and billfolds 

rice limitations denote cost (in- 
to the exchange services price. 


Mr. Brooks. If I remember your testimony, it said that you could 
easily purchase in any exchange; a civilian or other unauthorized 
person could easily purchase in any exchange. 
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Mr. Jongs. Yes, sir 

Mr. Brooks. That is your survey? 

Mr. Jones. The people who bought this merchandise were un- 
authorized personnel with no right to buy it. 

Mr. Brooks. When you say “any exchange,” I feel obligated to 

observe that as a member of the Reserve I have been in post exchanges 
with people on active duty and attempted to buy a bar of soap or 
something I needed and have been refused because my only identifi- 
cation was the Reserve-officer identification. 

About 2 or 3 weeks ago I had occasion to go to Nevada to observe 
one of the atom-bomb explosions. At that time they had a little 
post exchange at Indian Springs, which is a sort of shacklike place 
where the Members of Congress and the presonnel were at. I was 
out of soap, and I went to that little prefabricated post exchange and 
asked the man who was there, not a military man, if I could buy 
something. He asked me what it was, and I told him that it was a 
bar of soap The man said, i think you cal 

| pi ked out the bar of soap, and I took a $1 bill and went over to 
the cashier with it, a lady. She said, ‘‘I don’t think you can buy it.” 


? 


1, “IT am a Reserve officer.”’ 
I said to her, “TI am not loafing, or | wouldn’t be in this hole.” 
She said, “I am sorry; you can’t buy any 

And, by God, they took my soap back and gave me back my $1 
bill. I want to say that to my certain knowledge you can’t go into 
any post exchange and buy anything 

Mr. Jones. |] would suggest that the traffic around that area is 
probably very small, and since our report was filed with the Armed 
Services Committee the heat has been o1 Lempore arily, as it was in 
1949. 


sak 


But, in this report which we offer on this investigation, there are 

14 exe hanges ceocraphi ally S read as lar as our money would £O to 
y S|} 

conduct this investigation, and in every single case our shoppers 


bought these products without a bit of trouble, and in most of these 
places you can see civilian customers and they do not even ask for 
credentials. I am talking about the large post exchanges and not a 
little bit of a hole in the wall which is probably a temporary matter 
set up for the Army personnel 

Mr. Brooks. | have no other questions. 

Mrs. Harpren. Mr. Pilcher? 

Mr. Prucner. No questions 

Mrs. Harppen. Mr. Ward, do you have any questions at this time’ 

Mr. Warp. No, Madam Chairman. 

Mrs. Harpen. Mr. Meader. 

Mr. Meaper. You mentioned losses in taxes which are not paid 
by post exchanges. Do you know anything that could be done to 
require the payment of those normal costs so that competition wouldn’t 
be too unfair? 

Mr. Jones. They have already collected the Federal excise taxes 
which have no exceptions in the revenue act. I do not see how the 
military could operate on Federal Government property in a State, 
for instance, and not have that as a military reservation, because 
there is no tax on the real estate 

Mr. Meaper. The post exchange is not financed by appropriated 
funds. It is an independent, profit-mak'ng activity. 

Mr. Jones. That is right. 
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Mr. Meapver. Why should they not pay a fair rental to the Govern- 
ment? Why should they not collect sales taxes and pay the other 
normal costs of operating a retail business so that the taxpayers would 
get some advantage from their operation. It would tend to prevent 
this unfair competition you complain about. Because the normal! 
costs of doing business would all be charged against the price of the 
product. 

Mr. Jones. That would be the Government paying money to 
itself. 

Mr. Meaper. I thought the post exchange was not financed from 
appropriated funds. 

Mr. Jones. May I ask my staff assistant that question. I under- 
stand that there are not. That has been built up out of profits, 
but all those inventories belong to the armed services. 

Mr. Meaper. To the extent that the Army and Navy and Air 
Foree are furnishing a building for nothing, and light the buildings, 
and to the extent that taxes are not paid, the taxpayers are subsidizing 
their operations. 

Mr. Jones. They are all on Government property. The Govern- 
ment is using its own property to run the Government-operated 
business. We cannot see any hope in that direction unless the regu- 
lation was that they price their goods competitively with the private 
operator in that area. 

Mr. Warp. May I ask a question, Madam Chairman. 

Mrs. Harpen. Yes, you may. 

Mr. Warp. Is that Government property paying taxes? 

Mr. Jones. No, sir. 

Mr. Warp. Do you know that there are a number of bills to permit 
the payment of taxes on Federal real estate or to make payments in 
lieu of taxes? 

Mr. Jones. That has been a long-drawn-out controversy in the 
Congress for many many years 

Mr. Warp. If taxes were paid, then the Government would actually 
be subsidizing that operation 

Mr. Jones. Yes, they would be paying a real-estate tax on the 
property that the military reservation is on, but that would still be a 
drop in the bucket 

Mr. Warp. The Government would be paying tax money to support 
the institutions on the Government property 

Mr. Jones. Well, the profits from the post exchanges theoretical] 
are used to provide recreational facilities for the armed services. Wy 
think that, basically, the Government should not be in any business 
that it does not absolutely have to be in in this kind of government 
and in this kind of country. We do not think that government 
can justify the way this operation has expanded into a big-business 
operation 

The main reason they continue is that the more imiportant taxes 
are only a part of running any operation and they do not exist on a 
military reservation to the same extent. The lights are free and the 
heat is free and the janitor service is free, and the military personnel 
do most of the things that run up the high cost of general retailing 
today. 

Mr. Meaper. I wonder if you wouldn’t give a little study to the 
possibility of charging these retail operations at normal cost and put 
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the money in the Treasury of the United States and have it in some 
way relieve the cost of operating it. 

Mr. Jones. The only effect that would have would be to raise the 
prices to the military personnel. 

Mr. Meaper. You complained about the unfair competition. Is 
that the 25 percent differential? 

Mr. Jones. That is only part of it. If the Government should 
start operating these stores aameiituie with other retail stores in 
this area, they still shouldn’t be in this business. The Government 
shouldn’t be in the retail business any more than they should be ia the 
manufacturing business unless they absolutely have to. 

Mr MEADE r. We are not in favor of socialism. The problem is to 
find something specific, something we can tie to. That is why I 
thought you could help the committee, by reason of your experience 
and the position you hold, to work out a tangible standard which 
might be enforcible and workable. 

Mr. Jones. The only tangible thing we can think of, and we can 
spend a great deal of time on this, the only way this can be solved is 
to restrict the operation and the scope of these exchanges down to a 
reasonable level and get them out of the promotion, advertising busi- 
ness in which they duplicate all the advertising activities of a business 
off the reservation. 

Mrs. - ARDEN. What do you consider a reasonable level? 

Mr. Jones. The small articles of convenience and necessity, real- 
istically interpreted, and not the wide range of products. We do not 
think a lawn mower is an article of convenience and necessity in the 
light of the statutes. I don’t think they had any idea when Congress 
passed that law that they were going into this wide range of products. 

Mr. Meaper. My point is that we have a price differential and a 
part of the cost to the consumers is being subsidized indirectly by the 
taxpayers That gives impetus to this expansion because anybod y 
will buy anything cheaper if they can find it. That is the whole 
spirit of your retail business, to attract customers by giving them an 
advantage over some competitor. 

Mr. Jones. That is right. 

Mr. Mraper. My point is that if we find some workable method 
of making the cost of the article to the ultimate consumer reflect all 
of the costs involved, that alone might be a deterrent to this Govern- 
ment invasion of commercial activities. 

Mr. Jones. It would be a deterrent but at the same time the 
Government would be operating a very big business, and that would 
not solve our problem, in our opinion. 

Mr. Meraper. I am surprised to hear that you do not find any 
merit in exploring this means of cutting down the subsidy which now 
encourages the expansion of this Government operation. 

Mr. Jonses. Probably I am not making myself clear, exploring it in 
the direction that I believe you indicate w« “ld col mpel every cost of 
the operation of that post exchange to be made part of the cost upon 
which they do their pricing, so that the y could not sell at 25 pe recent 
if they had to pay rent and heat and light, and they would have to 
raise their prices. Let us say they raise their prices so that the dif- 
ferential is only 15 percent below what the retail merchant in that 
area has to charge. 

Let us go one step further and say that you add costs into their 
operation where they have to get a price which is competitive with the 
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businessmen in the area involved. That doesn’t solve the problem 
because the Government is still in the retail business on a large scale. 
Do I make myself clear? 

Mr. Meaper. I was not arguing about that at all. I thought 
perhaps you might suggest a specific way in which it could be cut 
down. 

Mr. Jones. Let me say again this: It can be cut down to reasonable 
levels by limiting the merchandise stock so that the ordinary things 
like a cake of soap and toothpaste and cigarettes and get them out of 
the sporting goods business and the lawn mower and garden tools 
business and the gift jewelry and gift merchandise business which are 
not for the personal convenience and necessity of the armed services 
personnel. 

Mrs. Harven. Are there any further questions? 

Mr. Jones, we thank you for coming and so ably expressing the 
views of your organization. 

Thank you. 

Mr. Jones. Thank you for having permitted me to appear before 
this committee on behalf of my organization. 

Mrs. Harpren. We shall now hear from Congressman O’Neill if 
you are ready to proceed with your statement. 


STATEMENT OF HON. THOMAS P. O'NEILL, Jr., A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MASSACHUSETTS 


Mr. O’Nertu. At the present time, the Boston Naval Shipyard 
has approximately 13,000 employees. Actually the shipyard is the 
largest employer in my congressional district. 

During World War II, there were about 55,000 employees at the 
Boston Naval Shipyard. Now the civilian employment level has 
been reduced and the Navy Department has made an overall cut in 
the 11 shipyards in the United States. Boston is a distress area as 
far as employme nt is concerned, and to make additional cuts at this 
time is extremely unwise as well as dans verous as far as the economic 
status of New England is concerned. 

In the last 4 months there have been deep cuts in the workloads 
assigned to the Boston Naval Shipyard. There has been a reduction 
in personnel of over 750 person. In this connection I have in mind 
particularly the cases of four ships. In each instance the work plans 
had been made at the Boston Naval Shipyard, the material bought 
and stocked, and on one occasion the ship was ac ‘tually in the shipyard 
and ready for repair. At this point, the Navy Department saw fit 
to transfer the workloads. Further, these ships were transferred not 
to private enterprise in the Boston area where we are so desperately 
in need of employment for our people, and where we have a tremendous 
skilled labor force, but to sh ipyards in New York, Sparrows Point, 
and Newport News. ‘These areas already have more work than they 
can properly handle and they are engaged in recruitment drives in 
order to secure the trained workers which they need. 

All this was done in the name of economy. I wonder how a saving 
is made when the Boston Navy Yard has already worked on the 
plans, purchased the necessary material, and has readily available 
such a splendid skilled labor market? How can you explain the cost 
of transferring ships out of the Boston Naval Shipyard in order to 
send the work elsewhere? Is it good business acumen to add to the 
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unemployment situation in any critical area? Is it possible to avoid 
some responsibility for the ultimate collapse of the economic struc- 
ture of the New England area? That will be the inevitable result 
unless we can provide more work for our people. We are striving 
to increase employment and we cannot afford to lose a single job. 

Over the past 20 years, Massachusetts has paid to the Federal 
Government in taxes about twice as much money as it takes to 
operate our entire State government. 

The lem before us this morning is the ropewalk which is a 
125-year institution in our naval shipyard. 

Aiteadie the ropewalk employs only 83 persons of the approxi- 
mately 13,000 employees at the Boston Naval Shipyard. I have 
here with me, David Himmelfarb, who is the master of the Ropewalk 
and he is a real authority on the subject. I would like to present 
him to the committee at this time 

Mrs. Harpren. We shall be happy to hear from him. Do you 
solemnly swear or affirm that the testimony which you give before 
this committee will be the truth, the whole truth, and nothing but 
the truth , SO hely D you (god 

Mr. Himmevrars. I do 

Mr. O’Netmu. Mr. Himmelfarb is appearing as a representative of 
the employees of the ropewalk of the Boston Navy Yard. 


TESTIMONY OF DAVID HIMMELFARB, SUPERINTENDENT OF 
ROPEWALK, BOSTON NAVAL SHIPYARD 


Mr. Himme.rars. My appearance is in no way connected with my 
official duties with the Navy Department. 

| have a prepared statement which I would like to present. 

Mrs. Harpen. We are wondering, since there are 14 pages, if you 
would like to insert it in the record and then briefly highlight it. 

Mr. Himmerrars. The points I would like to make are rather 
important. The main point I would like to make is that we have an 
institution called the ropewalk which in my opinion is doing an 
excellent job for the United States Government. I would like to 
state on behalf of the employees of the ropewalk and the shipyard 
employees some statements relating to the type of job we do, tracing 
back some of the history which led to the formation of the ropewalk 
well over 100 years ago and tying it in with a condition that in my 
opinion exists today, namely, the need for an adequate pipeline supply 
in the United States in terms of our country’s security. 

| would like to point out how we are contributing to the security 
of the United States and then pic 4 up some of the items which I 
understand are a basis of comple a by the cordage hae and that 
appear in the statements of the items mentioned by the cordage 
industry 

Mrs. Harpen. You may proceed with your statement. 

Mr. Himmetrars. My name is David Himmelfarb. I am em- 
ployed by the United States Navy in charge of operations of the 
ropewalk in the Boston Naval Shipyard. I am appearing before 
you gentlemen as a representative of the 82 employees of the rope- 
walk and the united employee organizations of the Boston Naval 
Shipyard in support of a conviction that the ropewalk should be 
maintained as a naval facility 

My technical training and experience has been such that I am 
confident you will find the statements which I will submit to justify 
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reteption of the ropewalk, factual and objective, and which I would 
ask you to consider a report of a citizen of the United States, render- 
ing to the leaders of his country an account of trust—an account of 
how effectively operations have been conducted to realize actual 
money savings to the Government while at the same time doing an 
essential job. in research and development involving an extremely 
important material—rope and cordage. 

Ropes and cordage are fully as vital in naval operations now as 
they were when the wooden sailing ship Navy plied the seas. The 
trim fighting ship of the moderr Navy does not form as obvious a 
background as the masts with their rigging and billowing sails. Yet 
we who make and use ropes in the Navy, know that each vessel for 
its daily work requires hundreds of pounds of ropes for berthing, 
mooring, hoisting, towing; for nets, ladders, liferafts, lifelines, floats, 
and so forth, building up @ demand running into millions of pounds 
annually. 

Further, because each operation involves personal safety and the 
protection of property running into huge sums of money, not only 
must the rope be available for the operation, but must be of highest 
quality to insure against disastrous failure. The latter was a basic 
factor in establishing the ropewalk. 

The ropewalk in the Boston Naval Shipyard can be considered 
have had its beginning in a resolution of the House of Representatives 
at the 20th Congress, of May 12, 1828, directing the Secretary of the 
Navy— ; 
to prepare and report a plan and estimates for connecting with two or more of the 
navy yards of the United States as many establishments for purchasing, water- 
rotting and preparing for manufacture, American hemp and flax and also cotton 
as well as for manufacturing the same into cordage and canvas. 

That the issue behind this resolution apparently rotated around the 
development and use of domestic fiber sources essential for war as 
well as peace, may be shown by a House of Representatives resolution 
passed the previous year on March 21, 1827, directing the Secretary 
of the Navy to report 
the result of any experiments which have already been made or are now making 
in the Navy of the United States to ascertain the quality of American water- 
rotted hemp compared with Russian hemp 

Russia at that time was the principal supplier of hemp, the fiber 
from which practically all marine cordage was made. 

In a letter dated October 31, 1828, to the Secretary of the Navy 
concerning the 1828 resolution, the Board of Navy Commissioners 
discounted the establishment of water-rotting facilities for preparing 
flax and hemp fiber as disadvantageous to the improvement of the 
navy yards, but expressed the opinion that facilities for the manu- 
facture of cordage— 
ought to be connected with one or more of our navy yards; and additional experi- 
ence has proved that it would be wise and economical to erect them without delay. 

A single establishment was recommended as sufficient to supply all 
the wants of the Navy with respect to cordage. 

In the annual report for 1831, the Secretary of the Navy indicated 
the establishment of two ropewalks at some navy yards as desirable 
contemplated improvements. In this report he stated. 

All observation and experience in the Navy show that in nothing does it suffer 


more at this time than from bad cordage. The impositions in the quality of the 
hemp, in the manufacture, and in the tar, are numerous, are difficult of detection, 
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productive of injurious delays when detected and when not detected, exceedingly 
hazardous to the safety of both crews and vessels. Indeed, the reasons seem more 
powerful in favor of making our own cordage, than of building our own vessels, or 
manufacturing our own blocks and anchors. 

An estimated cost of $140,000 was submitted for construction of 
2 ropewalks in the most approved manner. 

In 1834 the building of the ropewalk at the Boston Naval Shipyard 
was authorized in Congress with an appropriation of $50,000. The 
1835 Navy budget provided $50,000 additional for completing the 
ropewalk and in 1836 an additional sum of $155,000 was requested for 
outfitting the ropewalk with machinery and other facilities. 

Throughout the years following its establishment the ropewalk has 
grown to be regarded both in the Navy and outside the Navy ( com- 
mercial rope manufacturers included) as a Navy facility of tradition 
and reputation associated actively with all phases of Navy cordage 


work. In addition to supplying the Navy with high quality cordage, 
the experience and know = ive have been found applicable to the whole 
range of the Navy’s cordage peobh ms which embrace such matters as 
foreign and domestic sources of fiber supply; characteristics of fibers 
and other raw materials used in manufacture; cordage manufacture 
and technology; specifications characteristics, and ultimate uses of 


Navy cordage 


In effect, the ropewalk is actively involved in practi ally all phases 


of the Navy’s cordage work from viewpoints of a cordage manufac- 
turer, a cordage consumer, and an impartial technical consultant in 
the Geld. ‘In connection with the latter, snails designed testing 


facilities are available to assist in solving on a factual information 
basis, difficulties and questions relating to the use of cordage by the 
Navy, and for the development of specifications for the Government 
services 

Because of the position or cordage as a strategic material in the 
operation of the Navy and consequently in the country’s defense, 
these multidirectional aspects of ropewalk operation have been recog- 
nized as extremely valuable attributes to the Navy as a whole, and to 
our country in terms of security 

I cite the foregoing to indicate that even though there were sufficient 
ropemakers in 1834 representing sufficient commercial capacity to 
supply the Navy, the need for high quality cordage development of a 
domestic fiber supply, and effecting savings in procurement that were 
regarded so essential, as to warrant establishment of the ropewalk 
Today, over 119 years later, in my opinion, the need is still existent 
for maintaining the ropewalk even for those very reasons advanced 
for its establishment in the past century. 

The statements advanced by the Cordage Institute for eliminating 
the ropewalk are in my opinion unfounded and a reflection of a short- 
sighted business acumen which, in order to attain an increase in 
business volume amounting to less than 1% percent of the entire 
industry’s sales (World Study of Hard Fibers and Hard Fiber Products, 
U.S. Department of Commerce (1949) cites 1947 industry production 
value at $86,960,000; the ropewalk production value in 1947 amounted 
to $913,831.30) would jeopardize an annual savings to the Government 
of thousands of dollars in the Navy’s annual rope bill, while at the 
same time jeopardizing the country’s security. 

The statements advanced by the Cordage Institute are the state- 
ments which very well could have been presented in 1834, inasmuch 
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as the cordage requirements of the growing Navy were of small signifi- 
cance in comparison with the pre valent industrial capacity and facili- 
ties. They are the type of statements which were presented prior to 
World War II (Cordage Institute letter to Secretary of the Navy 
dated February 28, 1936, and Acting Secretary of the Navy reply 
dated March 9, 1936), which if followed would have jeopardized the 
Navy’s operations prior to and during World War II. They are the 
type of statements which, in my opinion, would be advanced by a 
shrinking industry (Utilization of Cotton and Other Materials in 
Cordage and Twine, U. 8S. Department of Agriculture Publication 
(1940)), to thwart a program of research and development by the 
Navy, as a large cordage consumer, is conducting to reduce its annual 
rope requirements by providing materials with longer service life 

In support of the foregoing, with your permission, I will analyze 
the pertinent statements advanced by the Cordage Institute for 
discontinuing operation of the ropewalk. These statements were 
expressed in a letter to this subcommittee ds ated aoa 10, 1953, copy 
of which was forwarded under date of April | 953, to the Under 
Secretary of the Navy. 

Statement 1: Operation of this facility is costly to the taxpayer and that its 
elimination would result in a saving to the national budget. 

Analysis: This statement is completely unfounded. Every com- 
parison of the cost of rope manufactured in the Navy ropewalk shows 
it to be considerably lower than rope of comparable quality procured 
commercially. The taxpayer ac tually benefits by the reduced cost 
in the Navy’s rope bill and, at the same time, gains other benefits 
through progressive research and development in providing a longs 
service life for available materials leading to decreased requirements 
and reduced costs. Comparative costings during peacetime and 
wartime ' show an annual savings realized by ropewalk operations 


1 The table showing comparative costs is as follows 
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| Ropewalk | | | 

: rope pro wees aoe’ 

Year t r S oni = : a i ceviige 

| | | 
1931 1.86} $0.1406] 1$0.16 | $36, 084 
1933 2. 25 | 1002 | VIS 67, 050 
1935 3. 29 . 0957 113 112, 847 
1937 4. 27 1312 | 1 165, 676 
1939 5, 52 1041 1 1 308, 568 
1940 11.70 | 1058 San it 751, 140 
1941 20. 88 | . 1125 217 | 1,194,336 
1942 22. 30 1413 3.17 640 ) 
1943 18. 45 . 1532 i 4 309, 960 
1944 15. 37 1620 3.17 | 122, 960 
1945 14.05 1624 3.17 106, 780 
1946 ‘ 4. 40 . 2362 §. 25 60, 720 
1947 3.71 . 2464 8,37 | 458, 556 
1948 . 4.34 2842 5.42 589, 372 
1949 3.77 2 §. 405 426, 387 
1950 2. 63 $. 320 5, 387 176, 210 
1951 ‘ 5. 30 4. 356 §. 448 487, 600 
1952 5.14 4, 299 6. 352 272, 420 


1 Utilization of Cotton and Other Materials in Cordage and Twine—U.S. Department of Agricul- 
ture Publication (1940 

3 World War II average price for manila—Government contracts 

* Boston Ropewalk Commercial Surve 


4 Adjusted to reflect prevailing com caereial market prices for raw fiber, which constitutes more than 
80 percent of rope cost. During 1950-5 2, Ropewalk fiber was procured from the National Stockpile 
of Strategic Material at an average estimated price with sut ees :djustment for fiscal purpose 








Stockpile withdrawals began in May 1950 in accordance with an 
fiber after 3 years of storage to allay the effect of deterioration. 

+ Boston Ropewalk Commercial Market Survey—corroborated by actual Government procure- 
ments from commercial contracts. 
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amounting to hundreds of thousands of dollars per year. This saving 
is realized by maintaining an efficient productive operating rate com- 
parable to industry, and by elimination of such items of cost as insur- 
ance, depreciation, taxes, and so forth ordinarily borne by commer- 
cial manufacturers 

Mr. Meraper. Just what items go into the cost of the ropewalk 
product? 

Mr. Himme.rars. Direct material, direct labor, holiday, sick leave 
and annual leave pay, supervision 

Mr. Mreaper. What supervision? Is it naval personnel? 

Mr. HimMeE Fars. No, it is civilian personnel 

Mr. Mraper. No naval supervision at all? 

Mr. Himme.rars. Well, directly. I have a boss who is a naval 
man. The operations of the Naval Ropewalk are one in which I am 
the supervisor in charge and I have six subordinate supervisors below 
me, civilians. 

Mr. Meaper. Is your superior this one naval officer? 

Mr. Himmevrars. I am directly responsible for a naval officer 
who heads up the activity of 10,000 employees of the shipyard and 
he in turn reports to the nou ard command. 

Mr. Mraprr. So it would only be a small portion of that one officer’s 
salary which could properly be charged to the production of rope. 

Mr. HimMELFArRB. Yes, sir; on a proportionate basis it might be 
the relationship of 82 to 10,000. 

Mr. Mreaper. You mean there is only one naval officer in charge of 
this whole naval shipyard activity? 

Mr. Himmevrars. He is the officer in charge and he has staff 
assistants and various assignments. Under the production officer 
there is a captain responsible for all of the research work. There is a 
naval officer who heads up an office called the shop superintendent, 
who has technical cognizance of maintaining schedules. Our organi- 
zation reports to the production officer. 

Mr. Meaver. Then quite a number of naval personnel have duties 
in connection with this industrial operation. 

Mr. Himmevrars. Yes, si 

Mr. Mraper. Some of a have responsibility with respect to 
the Ropewalk? 

Mr. HimMEeLFars. Yes, sir. 

Mr. Meaper. And whatever their salaries and other costs might 
be, they are not included in this price you have here? 

Mr. Himmetrars. No, sir. 

Mr. Meaper. Isn’t it a little misleading to compare your costs with 
commercial enterprises, commercial prices, when you do not include 
in your price at the ropewalk some of the items of cost which any 
commercial enterprise would have to absorb? 

Mr. Hrwmetrars. I| do not consider it misleading from the view- 
point of factual reporting. We have a cost analysis statement which 
gives a statement of money expended in the various cost categories 
and I tabulate only these costs and arrive at an average cost per 
pound or a unit cost per pound. 

Mr. Meaper. You list a saving of $272,000. Actually if you com- 
puted the normal cost on that operation if it were privately conducted, 
you wouldn’t have a saving of $272,000 in 1952, would you? 
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Mr. HimMevrars. No, because, as I pointed out in my statement, 
the reason we are saving a good part of the money is that we do not 
pay some of the costs that the commercial people do pay. 

Mr. Meaper. That is all. 

Mrs. Harpen. Aren’t there naval officers in Washington who have 
supervision over this installation? 

Mr. Himmerars. They have supervision or technical cognizance, 
as far as I am aware of the shipyard, and they have various types of 
duties which relate to keeping the shipyard informed and advised. 
The shipvard operates under the Bureau of Ships here in Washington. 

Mrs. Harpen. In figuring your costs have you included the salaries 
of those officers in the Navy? 

Mr. Himmetrars. No, ma’am. As I said, we have just tabulated 
the costs from my records and information available to me from actual 
reports. 

Mr. Meapver. This price of the ropewalk includes only material 
and direct labor. 

Mr. Himmevrars. No. Material direct, and all the indirect 
expenses, such as supervision, leave, holiday pay, machinery repairs, 
and I believe there are 16 categories of costs. 

Mr. Mraper. You do not have any figure in there for depreciation 
of machinery? 

Mr. Himmetrars. No; we do not. We have a figure for machine 
repair and the purchase of small types of equipment that are used in 
connection with our work. 

Mr. Meaper. This actually reflects only the direct, out-of-pocket 
cost of producing the rope. 

Mr. HimME.tFars. Yes, sir; paid at the Boston shipyard. 

Mrs. Harpen. I should like to insert this sentence in the record at 
this time: 

The present price structure now indicates that commercial rope is on an approxi- 
mate average of 3 cents lower than naval manufacture. 

That was by Commander S. M. Ball, and it was in reply to a con- 
gressional inquiry on the proposal of the procurement and ‘stock of 
manila line. 

Mr. Brooks. Is he going to testify here? 

Mr. Warp. Yes; later on. 

Mr. Mraper. Apparently S. M. Ball is an official of the Bureau of 
Ships of the Navy Department and the letter of Commander Ball is 
dated April 9, 1953. 

Mrs. Harpen. That is correct. You may proceed, Mr. Himmelfarb. 

Mr. Himmecrars. Thank you. 

Statement 2: 

No difficulty in procuring their rope requirements from the United States 
private industry at reasonable prices. We believe that a comparison of the prices 
paid for rope by Department of Defense, against the cost of raw fiber will demon- 
strate the fairness of the prices charged the Government by the domestic industry. 

Analysis: The procurement information submitted by the Cordage 
Institute cites the prices charged the Government by the cordage 
industry during 1952 for the procurement of 12.65 million pounds of 
rope. It is of interest to note that during this time the ropewalk 
manufactured 4.59 million pounds. 
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lhe prices charged the Government by industry ranged from $0.285 
to 30.4609 pel pound. since a pound of rope requires 0.9 pound fiber, 
at the prevailing fiber price, the portion of the price charged repre- 
senting other than fiber costs amounted to an average of 9.5 cents per 
pound. The ropewalk, by comparison during this period charged an 
average of 8.5 cents per pound over its fiber cost 
This difference in cost again demonstrates the savings of an average 
yf 1.2 cents per pound by the ropewalk operation, even for the particu- 


lar period cited. Of particular interest in connection with the Cordage 
Institute’s figure was the indication that large consumers and jobbers 


the 1952 period were charged a price ranging from $0.4028 to 


$0.4250 per pound 

This latter price range 1s considered the actual range for Navy 
purchases Accordingly, it would seem that the prices charged the 
Government were considerably lower than usual trade practice. While 
this is beneficial to the Government during any period of procurement, 
it is felt that in the long run because such pricing 1s hardly profitable 
it will ultimately lead to difficulty in procurement when normal 
commercial markets are more profitable. Such methods involving 
sales at practically cost have been used in the past to eliminate com- 
petition. With the recognized need of the production capacity during 
war times (The Story of the United States Cordage Industry, pub- 
| shed by the Cordage Institute (1947) 

Any circumstance tending to decrease the productive facilities of cordage and 
twine in the United States would be a serious blow to our National peacetime 
economy and a deadly blow to our national defense. 

Such practice would not be to the best interest of the Government. 

Mir. Mraper. May I ask if the figures you have used in respect to 
statement No. 2 are based upon the same items of cost as those listed 
in vour answer to statement No. 1? 

Mr. Himmetrars. They are, sir. By that reasoning if we were to 
add additional costs corresponding to these extras that industry paid, 
at that particular point our costs would have been higher than industry 
cost They covered the period of February 1952 to December 1952. 

Mrs. Harpren. Do you have any further questions, Mr. Meader? 

Mr. Mraper. No. 

Mrs. Harpren. Mr. Brooks. 

Mr. Brooks. No. 

Mrs. Harpen. Mr. Pilcher. 

Mr. Prncuer. No. 

Mrs. HarpgEn. Do you have any questions, Mr. Ward? 

Mr. Warp. Not at this point. © 

Mrs. Harpgen. You may proceed, Mr. Himmelfarb. 

Mr. HimMELFARB. Statement No. 3: 

The United States Industry has ample capacity to meet the needs of the armed 
services as to quantity, sizes, and quality of rope, both in peace and in war. 
Che rope shortages which developed during World War II were not attributable 
to a shortage of manufacturing capacity in this country, but were the result of a 
shortage of fibers which must be imported. 

Analysis: This statement will not bear scrutiny in the light of 
actual experiences when preparing for mobilization or when endeavor- 
ing to procure rope during peacetime with improved specifications. 
In 1939 a huge demand developed for small size tent rope to meet the 
Army mobilization requirements. Commercial manufacturers were 
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unable to meet the demand and at the request of the Army, the rope- 
walk during the fall of 1939 increased production on a 24-hour oper- 
ating basis to help meet the requirements. In 1950, with the increase 
in requirements due to the Korean war and adoption of improved 
specifications for mildew-resistant rope, procurement difficulties from 
commercial sources were experienced which resulted in acceptance of 
inferior substitute materials. Upon adoption of the specifications 
for an improved mildew resistant rope, procurement difficulties were 
again experienced which were solved by participation of the ropewalk 
in providing know-how information to many concerns. Even during 
World War II, additional capacity was not created to help solve the 
cordage needs nor was capacity utilized to full extent. The inference 
from the attitude of the industry (The Story of the United States 
Cordage Industry, published by the Cordage Institute (1947 

management made present equipment do, placed no burden on Gi 


vernme! r 
heavy industries by calling for new machines 


is that with an eye to normal peacetime zequirements, the cordage 
industry approached the wartime supply prob lem by merely antici- 
pating an increase in running hours of peacetime equipment 

That rope remained in critical shortage throughout World War II 
is a fact well known to every rope and cordage user. This shortags 
was not actually attributable to the fiber supply (Navy Publication 
NAVEXOS P-168) 
While most cordage mills are making a diligent effort to step up production, the 
industry as a whole is achieving only about 90 percent of its processing quota 


0 


some plants have reached less than 70 percent—absenteeism is a major factor 
A second factor is the inability of cordage plants to procure male and female 


workers. 


But rather the inability to utilize fully the available capacity. 
Statement No. 4: 


This facility is wholly inadequate for national emergency needs and dependence 
must be placed on United States private industry as the record will show 

Analysis: This statement fails to recognize the mission of the 
ropewalk with respect to meeting the Navy’s rope requirements upon 


development of a national emergency. The ropewalk mission is to 
take up the shock for increased Navy rope requirements upon develop- 
ment of a national emergency, at which time the rate at which cordage 
is required will exceed the private industry capacity, and during which 
time industry capacity will start to adjust itself to the emergency need 
This is illustrated by the production pattern prior to World War II 
when the industry as a whole was producing its normal peacetime 
amount of about 100 million pounds annually. 

In 1940, when a period of emergency began to develop, industry 
sales actually showed a slight decrease over the previous year. The 
ropewalk production during 1940 however, increased by approxi- 
mately 100 percent over the previous year. Hesitancy for conversion 
to governmental contracts in face of a normal peacetime pattern of 
operation is understandable, and involves a considerable lag in time 
between requirement and attainment of materials. 

The production picture indicates that approximately 1 year will 
elapse until industry can be considered approaching an all-out emer- 
gency production basis. 
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It is an expression of opinion of leaders in the cordage industry 
too, that with a prevalent shrinking demand ultimately in peacetime, 
smaller cordage concerns will necessarily drop out of business thereby 
reducing the capacity of the country for an emergency need. The 
ropewalk’s production volume contributing less than 1% percent of 
the entire industrial capacity is not considered a factor pertinent 
enough to influence such a trend, and become a sound financial 
reason for continuance of such concerns in business 

Loss of cordage production capacity as a threat to our country’s 
security has been recognized bv the cordage industry (The Story 
of the United States Cordage Industry, published by the Cordage 
Institute (1947 


Any circumstance tending to decrease the productive facilities of cordage and 
ne in the United States would be a serious blow to our national peacetime econ- 

ul a deadly | \ i j ‘ 
Industry’s proposal to eliminate the rop walk and its production 


Capacity would appear contrary to an expressed principle and cer- 
tainly detrimental to the interest of the Navy requirements with 
development of a national emerg« ney. 

Statement 5 


There is no question as to the ability of the industry to meet quality require- 
ments of the Department of Defense, which are governed by established speci- 
fications 

Analysis: Cordage and rope specifications merely establish minimum 
requirements of construction, size, and strength, which are but limited 
indications of quality. Admittedly, ropes procured under existing 
specifications and passed by Navy inspection are indicative that a 
degree of performance will be attained. By the inspection process 
conducted at Boston, instances of failure to comply with specifica- 
tion requirements occur frequently. 

During 1951-52, of 152 samples submitted for test, 35 samples had 
1 or more deficiencies. That these deficiencies occur in peacetime 
under specifications well known to the industry, can lead to the con- 
clusion that under wartime conditions, such deficiencies would be 
numerous. This was actually experienced during World War II on 
test samples submitted to Boston and involved many decisions as to 
acceptability and utility of the material despite failure to meet speci- 
fication requirements. 

When revised specifications are developed, the instances of failure 
to comply are increased. The ropewalk files include correspondence 
involving preliminary inspections, tests, and advice with respect to 
assisting cordage concerns to establish operations in order to meet 
the specification requirements. 

This close liaison between cordage concerns and the ropewalk, 
recognized by the cordage concerns involved, is considered to be of 
particular benefit to the Navy in order to be in position to meet its 
requirements when calling upon the cordage industry. 

Statement 6: 

Many of the mills are located in small communities where they make substantial 
contributions to the local economy and some are located in distress areas. More 
than one-half of the mills fall into the category of small business. 


Analysis: This statement apparently implies that the volume of 
business taken by the ropewalk would be sufficient to alleviate the 
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ills of a diminishing industry. Such implication, by relation of the 
ropewalk production volume to the industry production cannot be 
justified. From available information, more than one-third of the 
hard-fiber cordage manufactured in the United States comes from 2 
concerns and over one-half is produced by the 4 largest concerns 
The ropewalk may be classified as a small mill in an area in which 
there are no other rope mills. Discontinuing the ropewalk certainly 
would add to the ills of an already distressed area by putting out of jobs 
career employees with extensive service who could not be assimilated 
by any other industry in the Boston area requiring such skill 

The effect of such a move upon the morale of the employees of the 
Boston Naval Shipyard would be a devastating one with respect to 
efficiency and productivity of the Government worker, since it would 
be taken to mean that efforts to attain maximum productivity 
contribute in relatively minor degree as to whether jobs are maintained 
or not. The ropewalk by any comparison, operates at a high rate 
of productive efficiency. 

This productivity has been developed by the enthusiasm and 
teamwork of the operating management, supervision, and workers 
intent upon continual improvement. 

Statement 7: 


The facilities of the industry for research and development work are adequate. 


Analysis: This statement is misleading and fraught with danger 
with respect to effecting economies in the Government cost of cordage 
or supplying new materials. Of the 23 concerns involved in the 


cordage industry, research is carried on by the several larger concerns 


These work independently to further the business efforts of the re- 
spective concern and collectively through the technical committee 
of the Cordage Institute. The work of the technical committee is to 
consider industrywide problems in common, such as color tests in 
specifications, comments on proposed Government specifications, 
standards, and so forth 


With respect to development of improvements in cordage, each 
concern does not divulge its formulations or test results to its com- 
petitors, since it normally will plan to ca lize on its efforts Re- 
search and de velopment work is costly and unless it has an immediat 
objective involving financial gain, is | eyo! | the se opt of activ Ly of 
most concerns in the cordage industry 

The ropewalk as a Government facility provides research and 
development advice to all concerns involy in Government cordage 
contract work. and hy D bhicat } technical yourn ils ar d reports 
to anyone interested { case i pomt Y he ted concerning 
mildew-resistant rope. The experience during World War II in- 


dicating that cordage life could be extended by approximately 25 


percent, with a corresponding reduction in the Navy’s annual rope 
costs, resulted in the development by he ropewalk of a treatment to 
be applied to all naval rope 

A treatment to increase service life and thereby reduce sales vol- 
ume ip an industry of diminishing rather than increasing scope, is 
considered hardly as the most logical type of research work for the 
industry. Considerable opposition to the procurement specifications 
developed industrywide. With the advice and guidance of the rope- 
walk in manufacture of this treated rope, however, cordage concerns 
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were able to submit bids and supply the required material which during 
the fiscal year 1951 amounted to 11 million pounds in comparison 
with the ropewalk’s production of 3.8 million pounds. 

Another case in point concerns testing work being conducted by 
both the cordage industry and the ropewalk in connection with the 
national stockpile. The testing program involves ascertaining criteria 
for the optimum time of storage of fibers and rope. Despite submittal 
of test information by industry, it was found necessary by the stock- 
pile authorities to request the ropewalk to coordinate the test infor- 
mation and corroborate, by independent testing, the variable data 
supplied 

The experience and leadership of the ropewalk in the field of 
research and development of the availability of this information to 
all concerned are not considered to be matched by any facilities of the 
industry. Loss of such facilities would be a serious handicap to Gov- 
ernment specification agencies as well as to the successful operation 
of the Navy 

The foregoing information, in summary, will, in my opinion, 
demonstrate that the mission of the ropewalk, established in 1834 
0 (a) provide the Navy with high quality cordage and (6) to par- 
ticipate in the research and development to effect improvement in 
cordage, has been met in excellent manner. 

The cost information on record will show that operations in the 
ropewalk have and will continue to be conducted in a manner such as 
to effect savings of many thousands of dollars in the Navy’s annual 
rope costs The information pres nted will emphasize consideration 


of the ropewalk in terms of mobilization for a national emergency, 
significant savings im War and peace, ¢ mntinued research and de- 
velopment involving a vital strategic material, providing know-how, 
and cit velopment of Government speci ifications Upon the basis of 


such emphasis on behalf of the empk rvees of the ropewalk and the 
Boston Naval Shipyard, I respectfully urge consideration for reten- 


tion of the operations Of the ropewalk. 


Mrs. Harpen. If your age prove : to be higher, proved to increase, 


do you thin ik the ropewalk ould 1 e closed? 

Mr. Himme rarp. | sald say no operation as a manufacturing 
operation mm my cgay should be conducted at a loss to the Gov- 
ernment, but I feel that in operating a Government plant wherein 


we match the private ccatmaes the allowance for additional cost would 
substantiate the fact that we have produced rope lower in cost than 
commercial people would provide under normal prevailing conditions. 

Mrs. Harpen. Are there any questions? 

Mr. Muaper. Yes 

Is there something peculiar about rope that puts the Navy in the 
rope business, whereas it doesn’t put it in any other business? 

Mr. HimMELFArRB. Yes sir 

Mr. Mraper. Will you point that out? Maybe the Government 
should be going into all kinds of businesses so that in the event of an 
emergency they baad the capacity to produce needed articles. 

Mr. Himmenrars. I would like to come back to the reason for 
establishing the Ropewalk. The industry was established in 1834. 
In fact, there were more people involved in the rope business then 
than there are actually today. The commercial capacity was avail- 
able. Yet, the matter of quality was so essential to the Navy as to 
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warrant setting up in business and getting money appropriated by 
Congress for this express purpose of setting up the Ropew = 

The second element that was involved was recognized in several 
congressional reports going back to Congress to do séelkeliilide about 
developing a domestic fiber supply. The picture today and in the 
last 100 years has in no way improved. 

I have a picture here with me which might illustrate how dependent 
we are upon foreign countries for our fiber supply. Here on this chart 
I have a projected map of the world, the Western Hemisphere and the 
Eastern Hemisphere. From available information pub lished by the 
Department of Commerce, I have indicated what constitutes the 
world fiber production of abaca and sisal fiber. We use abaca, which 
is grown in the Philippine Islands. In fact, the first abaca was im- 
ported back in the early 1800’s by a Naval lieutenant who brought 
this material back with him. 

The next item on this chart is sisal fiber, which is a good product 
but is not as good as abaca fiber. Nowhere in the United States can 
we say that we have available to us a fiber suitable for ropemaking 
The abaca and the sisal fibers available in the Western Hemisphere 
constitute only 20 percent of the total world supply, and the total 
world supply has shrunk since World War II. 

For example, the Philippine abaca produced amounted to 441,- 
600,000 pounds, and postwar we have only available 210,229,000 
pounds of fiber in the Philippines. 

Indonesia, Which used to be a major a: yplier of over 222,700,000 
pounds } yrewar, postwar has supplied only about 13 million gence 

That is one of the activities in which the Ropewalk has been in- 
volved, to encourage any sort of fiber that we could to build u p our 
Western Hemisphere fiber supply so that we wouldn’t be completely 
dependent on the Eastern Hemisphere. 

So, you see, this matter of obtaining an adequate fiber supply is as 
important today as it was 100 years ago. One hundred years ago the 
main fiber for cordage was hemp fiber, which was grown and produced 
in Russia. It was the concern of our congressional leaders in 1820 
that we do all we could to establish a domestic hemp fiber supply. 

This shows, in addition to the relative proportion of the fiber, we 
have indicated the type of fibers we have experimented with and have 
tried to ascertain the possible use of them for cordage fiber for the Navy 
so that we would be able to turn to something to keep the Navy going 

Mrs. Harpen. Do you have any questions, Mr. Pilcher? 

Mr. Pitcuer. Yes. 

You were talking about this mildew rope. Is that a treatment 
you give that rope? 

Mr. Himmecrars. Yes, sit 

Mr. Pitcner. That was a liquid, wasn’t it? 

Mr. HimMeEvFaArs. It was a material in an oilbase, copper naphtha. 

Mr. Pitcuer. It was used in the South Pacific to lengthen the life 
of lumber, and we are using it today on fenceposts and telephone poles. 

Mr. HimMMELFARB. Yes, sir. 

Mr. Pitcuer. There wasn’t any process of manufacture that 
stopped the mildew. 

Mr. Himmetrars. No, but there were manufacturing problems 
involved, such as, if you apply a treatment to the rope in the manu- 
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facturing process, it doesn’t go through the machinery. The material 
becomes too tacky to manufacture while the material is on the rope. 

Mr. Pitcuer. It was used also on nets. 

Mr. HimMeELFars. Yes. 

Mr. Piutcuer. Thank you. 

Mrs. Harpen. Mr. Ward. 

Mr. Warp. You are speaking for the employees at the Ropewalk. 

Mr. Himmevrars. That is right. 

Mr. Warp. And not at all for the Navy? 

Mr. HimMevrars. No. 

Mr. Warp. You don’t know whether this would be the official 
position of the Navy? 

Mr. HimMevrars. No. 

Mrs. Harpen. Inasmuch as you were speaking on behalf of the 
employees, the subcommittee desires to be fair, and I feel we should 
insert this letter in the record received from the United Rope and 
Cordage Workers’ Union, Local 184 of the Textile Workers Union 
of America, Reading, Pa. It is dated May 19, 1953, and is addressed 
to the Chairman. It states: 

The members of the Textile Workers Union of America, Local 184 of Reading, 
Pa., would appreciate it very much if the committee would close down the rope 
facilities at the Boston Navy Yard, as it may mean that we could work on more 
Government work and keep the plant operating more steady. 

Yours very truly, 
GrorcE L. Patmer, Secretary. 

Had you concluded? 

Mr. HimmMe.trars. Yes, ma’am. 

Mrs. Harpen. Thank you. 

Do you have any furthe : statement, Congressman O’ Neill? 

Mr. O’Neitu. In view of the fact that the Armed F orces have been 
receiving publicity with respect to the tremendous stockpile of rope, 
and I think the industry is afraid that this is going to be a aced in the 
open market, I would like to hear from Mr. Himme ifarb as to what 
the Navy has done. 

Has the Navy ever placed any of its rope in the open market, and 
what is the possibility of the Navy turning over to the public for 
surplus sales its rope? I think that is one of the big questions as to 
why the cordage industry is here in opposition to the navy yard. 

Mr. Himmevrars. As far as I know, the Navy policy post- World 
War II was not to dump any huge supply into the world market. 
When we ended up World War I the requirements of a wartime need 
meant the acquisition of a huge stock. 

In 1946 the ropewalk operations were set up to allow the Navy to 
operate with a minimum amount. The total employment at the 
ropewalk in 1946 went down to as low as 41 people, including myself. 
Since World War II our maximum production has been no more than 
5% million pou nds, motivated primarily by the increase in activity 
required for the Korean emergency 

Mrs. Harpen. We shall ask someone from the Navy also to answer 
that question for us. 

Do you have any other questions, Congressman O’ Neill? 

Mr. O’Nemu. Mr. Meader was talking about the overall number of 
personnel, and [ would like to point out that, of these 83 employees 
of the Boston Navy Yard, I feel certain that if the ropewalk would 
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go out of existence at the navy yard there would be no change ia the 
Navy personnel. The same costs would be applied to the Govern- 
ment, anyway. 

Mrs. Harpen. Are there any further questions? 

Again we thank you for coming over, Congressman O’Neill, and 
thank you, Mr. Himmelfarb. 

The committee will recess until 2:30 this afternoon. At that time 
we will hear Mr. Schieck of the Cordage Institute. 

(Whereupon, the hearing was recessed at 12:32 p. m. to reconvene 


at 2:30 p. m. of the same day.) 


AFTERNOON SESSION 


(The hearing reconvened at 2:40 p. m.) 

Present: Representatives Mrs. Cecil M. Harden (chairman of sub- 
committee), Frank C. Osmers, Jr., and J. L. Pilcher. 

Also present: Ray Ward, staff director, and Mrs. Jane E. Morgan, 
clerk. : 

Mrs. Harpren. We shall resume our hearings. 

Our first witness will be Mr. Schieck on behalf of the Cordage 
Institute. 

Do you solemnly swear or affirm that the testimony which you will 
give during these hearings will be the truth, the whole truth and 
nothing but the truth, so help you God? 

Mr. Scuieck. I do. 


TESTIMONY OF DeWITT C, SCHIECK, SECRETARY, CORDAGE 
INSTITUTE, NEW YORK, N. Y. 


Mrs. Harpen. You may proceed, Mr. Schieck. 

Mr. Scnreck. Thank you. 

Madam Chairman, gentlemen of the subcommittee, my name is 
DeWitt C. Schieck, and I am secretary of the Cordage Institute, a 
trade association, which maintains offices at 350 Madison Avenue, 
New York, N. Y. 

[ am appearing here on behalf of the members of the Cordage 
Institute and on behalf of several nonmember manufacturers, in 
opposition to the continued operation of the United States Navy’s 
cordage mill at the Boston Navy Yard. The names of these manu- 
facturers and the factories they operate are listed at the end of this 
statement 

We believe that the operation of this facility is costly to the Gov- 
ernment and that its elimination would result in a savings to the 
taxpayer. 

The Department of Defense has hed no difficulty in procuring its 
rope requirements from the United States private industry at reason- 
able prices. That the industry’s prices are fair can be easily de- 
termined by comparing the cost of raw fiber, which represents the 
major part of the cost of rope, with the prices paid for rope purchased 
by the Department of Defense from private industry. 

In addition we believe that a review of prices paid for rope by the 
Department of Defense to private industry over the past several 
years, against the cost of producing rope at the Boston Navy Yard, 
would clearly show that the closing of this facility would be in line 
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with the objectives of this administration to eliminate unwarranted 
Government activities in business and unnecessary expenditures. 

To assist you in making these comparisons there is attached a 
tabulation—table No. 1—of purchases of manila rope by the De- 
partment of Defense during the past 2 years. This tabulation also 
shows the quoted market prices on an intermediate grade of Philip- 
pine abaca during each period covered by the awards and the approxi- 
mate list prices per pound for untreated manila rope, after discounts, 
applicable to large consumers and jobbers by private industry during 
the periods covered by the awards 

The United States private industry has ample capacity to meet 
the needs of the armed services as to quantity, sizes, and quality of 
rope, both in peace and in war 

The rope shortages which developed during World War II were 
not attributable to a shortage of manufacturing capacity in this 
country, but were a result of a shortage of hard fibers, which must 
beimported. , 

I would like to interpolate here, if I may, Madam Chairman, that 
if it were not for the approximate l-year supply of fiber held by 
private industry in this country at the time the war started we would 
indeed have been in serious shape. It was that 1 year of supply 
held by the industry which saved us until other sources could be 
made available. 

To continue, there is attached a tabulation—table No. 2—showing 
hard fiber rope sales by the United States private industry and United 
States prisons for the vears 1935-1952, inclusive 

There is also attached a tabulation—table No. 3—showing rope 
sales to the Federal Government for the years 1949-52, inclusive. 

It will be noted that the 5-year average of rope sales for the years 
1935-39 was 90,500,000 pounds 

During the war year, 1944, the industry produced approximately 
284 million pounds, or more than three times average normal produc- 
tion. Had there been sufficient fiber the industry could have produced 
more rope. 

We understand that the Navy facility has a rope capacity of in 
excess of 12 million pounds per year on a 2-shift basis, and that it is 
presently producing rope at the rate of 5 million pounds per year. 
While this is an important quantity of rope in the light of present 
United States consumption, it is a very nail percentage of the re- 
quirements of the armed services in time of war, based on World War 
II experience. In other words, this facility is wholly inadequate for 
national emergency needs, and dependence must be placed on United 
States private industry as the record will show. 

You will note that during 1951 United States private industry sold 
125,700,000 pounds of rope of which 28 million pounds approximately 
was sold to the Federal Government. In 1952, sales were 108,400,000 
pounds, of which 21,400,000 pounds were sold to the Federal Gov- 
ernment. Taking 1952 as a more normal year, you will note that 
after deducting sales to the Government the rope business of the 
industry amounted to 87 million pounds. 

It is readily apparent that the quantity of rope manufactured by 
the Navy is very important to private industry io kelping it to main- 
tain the excess capacity required for a war effort. 
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I would like to interrupt the statement again, if I may, to say that 
I am talking here about rope only since, with one exception, every 
hard-fiber manufacturer in the country produce s rope. 

The harvest twine accounts for the largest fiber consumption of the 
hard-fiber industry—roughly about 200 million pounds against a 
hundred million pounds of rope. 

Now, the harvest twines are manufactured by 4 or 5 manufacturers 
So, that leaves about 10 or 12 mills without harvest twine that are 
dependent entirely on rope, with some exceptions where wrapping 
twine is made. 

The wrapping-twine market, however, is rapidly disappearing due 
to import competition as a result of tariff concessions which have been 
made. 

To go back to the statement, there is no question as to the ability 
of the industry to meet the quality requirements of the Department 
of Defense, which are governed by established specifications. Every 
rope manufacturer in this country from time to time sells rope to the 
armed services under these specifications. 

In a great many instances rope for delivery against Department of 
Defense contracts is tested at the manufacturer’s plant, using the 
manufacturer’s equipment under the supervision of the Navy in- 
spector. 

In other instances samples of rope are sent to the Boston Navy 
Yard for testing. 

Either the rope manufacturer’s facilities or regular commercial 
laboratory facilities could be substituted for the navy yard testing 

I would like to interpolate here again to say that it is common prac- 
tice, I understand, among Government departments to contract test- 
ing work with commercial facilities and also to contract research work 
with established industry in developing new materials, and so forth 

That is, as far as I understand. 

As far as we know, every delivery of rope to the Department of 
Defense is tested in accordance with established procedures. 

The facilities of the United States — industry are well dispersed 
throughout the country. The industry is presently composed of 17 
companies, which operate 23 mills, loc ated | in 11 States. Its products 
in the main are rope, baler twine, binder twine, and industrial wrapping 
twine. The mills are located in Massachusetts, New York, New 
Jersey, Pennsylvania, Louisiana, Missouri, Ohio, Wisconsin, Illinois, 
Washington, and California. Many of these mills are located in small 
communities where they make substantial contribution to the local 
economy, and some are located in distressed areas. 

More than one-half of the mills fall into the category of small 
business, and even a small portion of the rope manufactured at the 
navy yard would be very helpful to the smaller 7 facturer in orde! 
to maintain continuity of operations. 

The closing of the Boston Navy Yard facility would result in a bene- 
fit to the communities in which the private cordage mills are located 
A recent survey of the manufacturers, on whose behalf this statement 
is made, indicates that over $1 million was paid during 1952 in local 
real estate and personal property taxes and other fees and charges to 
the various States and local governments. 

The facilities of the industry for research and development work are 
adequate. Individual manufacturers in the industry carry on exten- 
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sive research and development work in the improvement of their 
product. The Cordage Institute technical committee cooperates with 
the Federal Specifications Committee and other Government agencies 
in developing new specifications and testing procedures for rope. 
Therefore, the Navy cordage mill at Boston represents an unnecessary 
duplication in all respects of facilities now available in the United 
States private industry. 

This committee has been previously advised that a considerable 
quantity of rope—approximately 50 million feet—which had been 
purchased during World War II, has been found in armed services 
depots. It is probable that additional quantities will be found, and 
we are very much concerned as to the disposition the armed services 
may make of this large quantity of rope. 

We assume that this rope consists of various sizes, but just to 
give you an idea of the effect the public sale of this quantity of rope 
would have on private industry, we will assume that it is all 1-inch 
diameter rope. This size rope runs about 0.265 pound to the foot, 
which, multiplied by 50 million, would give a result of 13% million 
pounds, or in excess of 14 months normal sales by the industry. 

May I interpolate here for a moment to say during 1952 the in- 
dustry produced about 18 million pounds of sisal rope. Of this, 
about half was in the form of wire-rope centers, which is a specialty 
item. 

So, let’s assume that 9 million pounds of sisal rope represented our 


normal sisal rope business. Assume that one-half of the 13% million 
pounds of rope is sisal rope. You’ve got approximately two-thirds 
of the year’s supply of sisal rope. If thrown on the market, it would 


have very, very bad effects 

We previously mentioned in table No. 3, which shows the sales to 
the Federal Government, the quantities of those sales for those years 

These sales, as reported in that table, were made to the Navy, the 
Army, the Coast Guard, the Maritime Commission, to the General 
MPervices the Corps of Engineers, and perhaps other Government de- 
partments, and it is regretted that the Government did not find a 
way to use this surplus rope since the war instead of going out on the 
market and purchasing additional supply 

Incidentally, the rough calculation of the value of 13% million 


pounds of rope, assuming half of it 1s sisal and half of it is manila, 
and it’s 1-inch-diameter rope, shows an approximate valuation of 
about $5 million on today’s market, assuming it is new rope and 


applying the price of rope to the jobber 

With a lessening of demand for rope in this country, as evidenced 
by the decline in industry sales during the past year, the dumping of 
any substantial quantity of surplus rope on the market would work 
considerable harm to the industry. We, therefore, believe that the 
armed services should make special efforts to utilize all of this rope 
in their own operations 

We presume that the armed services will test this rope before putting 
it into use, and that any rope rejected because of failure to meet test 
would not be suitable for sale as rope to the public. If, however, there 
is justification for offering some of this rope for sale to the public, we 
suggest that the disposing agency consult with the industry prior to 
disposal. 
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We understand that this procedure was followed in the disposal of 
surplus rope at the end of the last war. 

In hearings before this committee in early December of last year, 
the Department of Defense filed in the record a copy of its directive, 
dated September 5, 1952, which, among other things, provides under 
part 3 (B-Commercial and Industrial Type Facilities) as follows: 


Existing commercial and industrial facilities shali be surveyed to determine 
the need for their continued operation and retention. Such facilities will not be 
continued in operation where private co nmercial facilities are not reasonably 
available or their use will be demonstrably more expensive or except where the 
yperation of such facility is essential for training purposes 


In the light of the foregoing, we believe that the application of this 
directive would have resulted in the closing of the Navy ropewalk 
before now. 

Now, Madam Chairman, may I interpolate once more here and say 
I was very interested in Mr. Himmelfarb’s statement. I have not 
had an opportunity of digesting it fully. I disagree with a great 
many of his conclusions, and I would like to have the opportunity of 
filing for the record a statement giving additional information which 
we think will clarify some of the points made by Mr. Himmelfarb. 

Mrs. HaArpEN. Without objection, that may be done 


(The supplemental statement follows:) 
CoRDAGE INSTITUTE, 
New York, June 17, 1953 
Hon. Cecin M. HARDEN, 
Chairman, Intergovernmental Relations Subcommittee 
of the Cove rnment Ope rations Committee, 


House of Re presentatives, Washington, Bor 


Dear Mrs. Harpven: At the hearing before your subcommittee on June 9 in 
the matter of the Navy ropewalk at Boston, Mr. David Himmelfarb, superin- 
tendent of the ropewalk, testified on behalf of the employees of the ropewalk in 
opposition to the closing of that facility, and I now wish to take advantage of the 
kindness of vour committee in permitting me to file these additional comments 
on some of the points made by Mr. Himmelfarb. I will not attempt to cover all 
of Mr. Himmelfarb’s statements with which I disagree but in the interest of brevity 
will confine myself to comments on those statements which I deem will be of most 
interest to you and your committee. 

Mr. Himmelfarb stated that the mission of the ropewalk was to take up the 
shock for increased Navy rope requirements upon development of a national 
emergency and referred to the year 1940, when the ropewalk increased its produc- 
tion approximately 100 percent over the previous year, wh private industry 
continued its normal production. As near as we can ascertain, the actual fact 
that the Navy did not make any call on United States private industry for rope 
in 1940 but channeled all of its requirements into the ropewalk at the navy yard 
The industry, at the time, was carrying a l-year supply of fiber Therefore, 
although the industry had the fiber supply and the capacity, the Navy chose to 
use the facilities of the navy yard 

Che private industry had the capacity to meet World War II requirement 
Every pound of fiber allocated by the War Production Board was processed 
through the industry Had more fiber been available for allocation, the industry 
could have processed it. A reference to War Production Board records will 
demonstrate that hard fibers were among the top 2 or 3 most critically short mate- 
rials during the war. The difficulties of supply experienced in World War II will 
not be involved in any new emergency because of the existence of the national 
stockpile, and there should be no delay in conversion to an emergency production 
basis as a result of fiber shortage. 

It occurs to us that the Navy ropewalk may have a supply of fiber or 
which would have to be disposed of in the event the Navy Department 
to close the facility. If this should present any problem, I am sure that the 
industry would be very glad to cooperate with the Navy Department in working 
out a plan for the disposal of any fiber on hand at the facility We understand, 


hand, 
j } 
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owever, that the ropewalk has been purchasing all of its fiber from the stockpile, 
and it would therefore appear that any undelivered fiber under its purchase 


contracts with GSA could be canceled 
P This industry has gone on record with the Munitions Board as to the extent 
f its machine capacity. This capacity is far in excess of the capacity needed to 
meet peacetime requirements. The continued operation of the Navy ropewalk 
can very well mean the ultimate elimination of one or more of the smaller segments 
f our lustr with a cor ( ling loss in the capac ity of the industry. We 
at from every standpoint it would be better for the Navy ropewalk to 
( than for a private n to go out of existence 
Ver Tt y Irs, 


DeWirt C. Scuriect, Secretary. 


Mr. ScHi£c! We very much appreciate the opportunity of ap- 
pearing before this subcommittee and stating our views in this matter, 
since we sincerely believe that the continued operation of the Navy 
ropewalk at Boston in competition with private industry is unwar- 
ranted in the light of all the circumstances, and that there is no 


adam Chairman, may I presume to join with Congressman 
is morning in congratulating this subcommittee on under- 
idyv, and we believe that the several States, the tax- 


payer and industry generally will benefit as a result of this work you 
al doing hers 


Thank you very much 
A list of hard fiber cordage and twine manufacturers with other 


information follows 


Harp FIBER CorRDAGE AND TWINE MANUFACTURERS 


American Maunfacturing Co., Brooklyn, | Plymouth Cordage Co., North Plym. 
N. 4 outh, Mass; New Orleans, La. 
St. Louis Cordage Mills, St. Louis, Mo.} Rinek Cordage Co., Easton, Pa. 
Cating Rope Works, Inc., Maspeth,| FE. T. Rugg Co., Newark, Ohio 
N. ¥ | Tubbs Cordage Co., San Francisco, 
Columbian Rope Co., Auburn, N. Y Calif. 
Edwin H. Fitler Co., Philadelphia, Pa., | Tubbs Cordage Co., Seattle, Wash. 
and New Orleans, La Great Western Cordage Co., Orange, 
Cupples Co. Manufacturers, Inc., Brook- Calif 
lyn, N. ¥ Wall Rope Works, Inc., New York, 
Hooven & Allison Co., Xenia, Ohio N. Y.; Beverly, N. J. 
Thomas Jackson & Son Co., Reading, | Whitlock Cordage Co., New York, 
Pa. N. Y.; Jersey City, N. J. 
New Bedford Cordage Co., New Bed-| Badger Cordage Mills, Inc., Milwaukee, 
ford, Mass. Wis. 
Peoria Cordage Co., Peoria, Il 
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deducting estimated freight 
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TaBLeE No. 2.—Rope, sales, exports, and imports 


{In millions of pounds] 
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Note.—This compilation is based on reports received from companies listed at the end of the attached 


statement 


Mrs. Harpren. Mr. Schieck, you have answered some of the ques 
tions I had in mind. 

I believe you said there were 17 commercial rope manufacturers in 
the United States, with 23 plants located in 11 States 

Mr. Scureck. Yes. 

Mrs. Harpen. What taxes do you pay? 

Mr. Scureck. Well, that figure of a million dollars which I men- 
tioned heretofore is a combination of real-estate taxes, franchise taxes, 
other charges paid by these various mills to their local city govern- 
ments and county and State governments 
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Now, that does not, of course, take in the Federal income tax or any 
other Federal taxes It is limited solely to the local political sub- 
qgaivisions 

Irs HARD! N Today we have in one of the papers a picture of 
our distinguished colleague, a member of the full Committee on Gov- 
ernment Operations, Mir Bender, and he has some rope here Have 
vou seen this picture? 


Mr. Scureck. I just saw it a few minutes ago. I didn’t get a 
chance to study it 

Mrs. H EN [t looks as t is different-size rope 

Mr. Senreck. There is some small size, running up to probably an 

. 


Mrs. Harpren. You spoke of the surplus rope in your statement. 
When did you learn of it? 

Mr. Scuteck. It was some time ago, Mrs. Harden, when I first 
heard about the work of th committee | went into some of the 
operations of the committee, checked on some of your previous hear- 

is, and in that way was able to, unfortunately, find out about it 
\Irs. HarpEeN. What would it mean to your industry if that amount 
he marke 

Mr. Scuieck. Well, it would have created quite a bad situation, 
Madam Chairman. Our industry is going through a bit of a hard 
time right now on account of a rather heavy carryover of harvest 
twines from last vear, which is caused in the main by the removal 


of tariffs from baler twine, with the resulting very large increase in 


il 


] ] , ' y t ” 
ol rope had been dumped o { { 


imports to this country 

So, as a result, we are operating at a somewhat curtailed basis in 
those companies that work on harvest twines and those that have 
wines have likewise curtailed their operation 
| think imports now are in excess of 50 percent of the United States 


market on wrapping twine alon 


wrapping 


The rope business has been a little bit slow lately on account of 


the people working off purchases of rope they made some time ago 
as ares ilt of Korea They are just how hee nning to work them off 
The retore, to have this q lantity of rope hit the market richt at 


this time would have a very bad effect not only on this industry and 


its own operations some ot the mallet companies would probably 
have been pretty hard hit—but it would have a very bad effect on 
the world price of fibers 

T 4 1 1 1 i. ) 4 1 r 

itis important that the fiber market not be laced with large fluctua- 
tions. We are losing fiber production around the world and while we 
like to sé the prices come down to where they would be re asonable 


i 

so we could sel] our product at a reasonable price, still there are 
levels below which they should not vo, because then you begin to 
lose production and these fibers are essential to the national security. 

We have to have a constant source, even though we have a large 
stockpile of fiber here in this country, to safeguard the national secu- 
rity. It is necessary that fiber be rotated in order that it be kept 
fresh and, in order to rotate it, we have to have a maximum amount 
of consumption in this country, because we are the ones that rotate 
the fiber by taking it out of the stockpile and replacing it with fresh 
fiber 

So, all in all, it would have been a very bad effect not only in this 
country, but in other areas 
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Mrs. Harpen. Do you know whether this surplus rope that is 
shown here in the picture was made within the industry, or was it 
made by the Government? 

Mr. Scureck. I have no way of telling. As I understand it, from 
looking at the testin Ony, this was purchased some of it at least was 
purchased—by the Army transport people, and | understood there was 
some sisal and henequen rope in there 


If it was henequen rope, it was probably imported from Mexico 


If it was sisal, it may have been made in this country; and, likewise 
if it was manila, it mav have been made in this country. 

Mrs. Harpren. How much rope has been purchased by the Govern 
ment agencies while the surplus has been available? 

Mr. Scuteck. | don’t have figures prior to 1949, Madam Chairman 
but the table at the end of mv statement vives us the 1949, 1950, 1951 
and 1952 purchases for all 
agencies which I enumerated a minute ago—that is, the Coast Guard 
the Navy, and the Arm\ and the Marine Corps, Maritime, and so 
forth. That represents, as far as we can determine, the purchases of 
those agencies since that time 

Mrs. Harpen. How much rope has the Navy made while the sur 
plus has been available? 

Mr. Scxteck. I didn’t have that figure up to now, but I believe 
there is attached in Mr. Himmelfarb’s statement a schedule which 
states that figure 

let me see if I can find it here 

Here is the Ropewalk production in millions of pounds since 1946 
and the end of the war—4.4 million, 3.71 million, 4.34 million, and so 
forth 

In all honesty, I can’t actually say we sold any rope to the Navy 
in 1946, 1947 and 1948 I’m pretty sure the reports I have given 
here of the 1950, 1951 and 1952 sales reflect Navy purchases, since 
they were purchased through the Navy purchasing office in New 
York City because of the unified service procurement on rope 

Mrs. H ARDEN It looks here as if there had been about 29 million 
pounds since 1946 

How important is the 5 million pounds to the industry 

Mr. Scnteck. | compare that 5 million pounds with the normal 
rope production of the industry Since, as I indicated before, there 
are @ number of manufacturers who make only rope and a small quan- 
tity of wrapping twine, and assuming that our normal business is a 
hundred million, which is not indicated by the figures here, last year 
being about 87' million, but assuming it’s 100 million pounds a year 
the 5 million pounds produced by the Navy is 5 percent 

Now, that, in itself, is a substantial figure; but when you consider 
the fact that we have a number of small manufacturers, where thé 
objective is to stay on a one-shift basis, because when they fall below 
a one-shift basis, they begin to run into increased costs, two or three 
hundred, four hundred thousand pounds of rope a year would make a 
lot of difference to them. If this much business came along at the 
right times it would mean thev could maintain continuity of opera- 
tions instead of running a lopsided shift and shutting down a week and 
then opening up again. As anyone knows who has ever run a business, 
you can’t compete under those circumstances, and that is why it is 


the Federal Government agencies, those 


. 
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important for the smaller mills to get some share of this business, so 
they can have this continued operation. 

Mrs. Harpen. Does the Government need a Ropewalk for research 
purposes? 

Mr. Scuieck. The Navv Ropewalk, as far as I know—I’ve never 
visited the place, but I know it by general reputation—has done con- 
siderable research and testing work 

In my own experience in Government we tried always to use 
commercial facilities for testing. In other words, if we were importing 
tin, or manganese, or tantalum, or what have you, we went to the 
commercial testing laboratories. We specified certain commercial 
testing laboratories on whose certificate we would accept this material. 

Now, there are many such commercial laboratories around the 
cour itry which I am sure could be made if not already, competent 
to do any rope testing work that the Navy wanted; and, rather than 
have it all come to the Boston Navy Yard, the testing could be spread 
around the country and the Navy could probably get faster service 
on their testing. 

[ see no reason why, if the Navy finds it necessary to continue 
to conduct some sort of research operation up there, in conjunction 
with research by private laboratories or industry research facilities 
they should not run a combination operation of that sort. 

It’s the manufacture of the rope that’s bothering us. That’s 
the thing that we would like to see stopped. 

Mrs. Harpen. What about the Government costs versus commer- 
cial costs? 

Mr. Scuteck. Well, of course, I can only give you information on 
what the Government costs are from what I heard Mr. Himmelfarb 
testify here this morning. They include in their cost only direct 
labor and material cost. Now, that’s a whole lot different from what a 
commercial enterprise must include in their prices if they want to stay 
in business. We have a capital investment in the buildings and 
mac — y which must be recovered, taxes to pay, real-estate, pe rsonal- 
poeptes ‘and income taxes. We have franchise taxes to pay. We 
have nterest on our inve ntory cost. 

Weare that far removed from the source of fiber. We buy our fiber 
in the Philippines. We are committed for it. We have to wait on 
the average 6 months before that fiber is put into production. It 
arrives in 4 months. It is in our warehouse for 2 months in order to 
assure a continuity of operation from the standpoint of the supply of 
raw material. So, we’re really extended for 6 months in our fiber 
investment, and we have to carry that investment. 

Mrs, Harpen. If the Boston mill is closed, what should be done 
with the plant? 

Mr. Scureck. Well, I have anticipated that question, Madam 
Chairman, and I really don’t know. I think that if the mill was put 
on the block today it wouldn’t bring very much money because of the 
condition of the industry in this country, with its tremendous over- 
eapacity and desire to stay in business. 

So. I don’t think it would be worth very much money in this 
country at this time. 

I would rather feel more inclined as a taxpayer, and playing it safe 
in the interest of national security, to say that if the Government 
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could find an economical way of putting it up in mothballs like it 
does other ty pes of facilities, that might be the solution. 

Mrs. Harpren. When, in your opinion, is the Federal Government 
justified in establishing a commercial-type enterprise? 

Mr. Scureck. I would say if it were the type of enterprise that in- 
dustry generally, or private jaan ing, could not finance because it 
was too speculative, something like the atomic energy or the sy = Lie 
rubber plants, the history of which we are all familiar with, the Gov- 
ernment would have to do it, but I can’t see any reason why the Gov- 
ernment should ever go into any private enterprise unless it has given 
the industry a fair chance to engage in that operation and then have 
the industry fall down on it. 

Mrs. Harpen. When, in your estimation, should the Government 
discontinue the operation of a commercial-tvpe enterprise? 

Mr. Scureck. | think it should discontinue the operation as soon 
as it was determined that the industry could handle the facility at 
reasonable cost. 

And when I refer to cost, | mean that industry, in our free enterprise 
system should be entitled to make a reasonable profit-— there’s nothing 
wrong with making a profit here. That should be considered in 
these matters— the fact that the product or service would cost the 
Government more because the industry makes a reasonable profit 
should not prevent the closing of the facility 

Mrs. Harpren. Mr. Schieck, what concrete suggestions do you have 
for improving the current situation? 

Mr. Scureck. Are you referring to the 

Mr. Ptrcner. Cordage 

Mrs. Harprn. Yes 

Mr. Scutuck. In our own situation now? 

Mrs. Harpws. That is right. 

Mr. Scuieck. Well, of course, our main difficulty at this time, 
Madam Chairman, is the effect of imports on our business. 

Our two main products, baler and binder twine are not covered b: 
any tariff at all. The others are inadequately covered. Rope is 
inadequately covered and with the impetus toward free trade you 
may say we can look to further hardships in the industry, and a further 
jeopardizing of the national security through inability of the industry 
to remain healthy and in a position to render the service required in 
time of war. This is a terrific responsibility when you have to con- 
sider the fact we move, in terms of rope, {rom an annual production of 
90 million pounds in peacetime, to approximately 300 million pounds 
in war, also when vou consider the importance of the harvest twines 
to the American farmer, you will appreciate the necessity of an assured 
supply. If imports continue to increase unchecked the farmer will 
find himself de ‘pendent on offshore sources. That will be a sad situa- 
tion. That’s the reason why now we are reaching out for all the 
business we can legitimately get, in order to stay in business, because 

e know better than anybody else just how important we are to this 
country’s national security. 

Mrs. Harpen. Thank you. 

Do you have any questions, Mr. Osmers? 

Mr. Osmers. Madam Chairman, I think Mr. Schieck has made a 
very good statement. I was particularly impressed with his stress 


) 
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toward the latter part ol his testimony of the importance of industry 
making a profit, and how it was thoroughly legitimate for them to do 
so, and they obviously can’t be expected to compete with the Gov- 
ernment on a no-profit, no-tax basis 


(ne ccestion, Madam Chairmar Il was wondering whether vou 
had given any thought possibly to asking our colleague, Mr. Bender, 
to come before the committ n one of its hearings to discuss this 
surpl rope situation 

\I Hs DEN. I think that is a very fine suggestion, Mr. Osmers, 

d Il had thought about doing it 

\I (OSM S Very time | th nix the « mmitt VO ld be interested 
n hearing him 

I am on Mr. Bender’ committee, which is dealing with surplus 


dage, and I certainly would like to hear what he has to say about ie 
Mr. Bender mentioned in the newspaper story that the Government- 


COl 


owned surplus rope is of a po qualitv, which may prevent it from 
used commercial If that is so, why ould it constitute a 

threat to the rope market, Mr. Schieck? 

Mr. Scureck. To the rope market? 

Well. what happens w! ope is offered through surplus channels 
it goes intos plus-disposal sto It can be purchased by an innocent 
purchase! In other words, a piece of rope may be a dangerous thing 
You can’t tell by looking at 1 If its color is all right, or it’s in the 
package, a person who buys ich rope and trusts his life or property 
( may get verv badly h 

So, that is the reason why I mentioned in my statement, it would 

to me if the services couldn’t seit ecause it failed to meet 

test that it mieht not | a cood iea to put it out in the hands of 
1? 1) fi¢ 

\JIr. Osmers. Tell me this: Does rons storage have a set life? 

Mir. Scntre No Its difficulty is that it deteriorates at an 
re “mn rate It ter! sas tocol 1 { riorates as to tensile 
streneth The rate of deterioration depends on the wav the rope is 
mace the fiber, the storage, and so tol 

Mir. Osmers. But it does deteriorate? 

Mr. Scuteck. It does deteriorate 

Mir. Osmers. Would vou sav this surpl is rope in storage, which is 


probably now an average of 8 vears old, this 8,000 miles of rope, had 
lost its commercial advantage? 
Mr. Scutgck. Not necessarily 
It is a matter of testing samples by the services to ascertain its 
utilitv, and they can ascertain that without difficulty 

Mr. Osmers. What is the tariff on rope now? 

Mir. Scuteck. The tariff on the large sizes of rope runs about 2 cents 
2 ponnd and 15 percent ad valorem: and on the smaller sizes it is 
1 cent a pound and 7% percent ad valorem, the latter having been 
cut in half some time ago at the Geneva Conference or the Nether- 
lands trade agreement. I have forgotten which 

Mr. Osmers. From what countries do we import the bulk of rope 
that comes into the country? 

Mr. Scuieck. The Philippine Islands enjovs a 6-million-pound 
absolute duty-free quota per year 

Mr. Osmers. And they use it all, I suppose? 
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Mr. Scareckx. They have used it all a year or so ago. Last vear | 
think they went to about 4 or 5 million pounds. I don’t have the 
ficures exactly, but 1951, I believe, was the first vear for some time 
that the 5 ve used it all, the whole 6 million pounds 

Mexico sends in about 4 million pounds of henequen rope a year 

Cuba sends in about—has up until recently—a million and a half 
or 2 million pounds of henequen rope 

We are beginning to have rumblings of attempts on the part of 
people in the continent to export rope to this market | have seen 
copies of offerings of manila rope. In addition to that, we, of course, 
have the tremendous Capacity of the twine mills in Mexico and 
Yucatan, from whence our main competition on harvest twines and 
on wrapping twines is coming; with mills opening up in South Africa, 
and with the perhaps easing of currency restrictions in Europe, a 
resumption of prewar business by European mills and talk of free 
trade we have the threat against the existence of this industry 

Mr. Osmers. | would like to say, Madam Chairman, in loo! 


over table No. 2, in the statement that bas been submitted by Mr 
Schieck, that while it 1s true that in 1951 and 1952 the percent of total 
imports to the United States market is higher than the avera it 
dropped 2.1 percent between 1951 and 1952, so that the direction is not 
wrong and that the exports went up two-tenths of a per 

Now, there is an asterisk on vour 1952 figure. Is that all rope? 

Mr. Scuieck. No, sir. That includes all products. We have no 
breakdown of om exports Thev are prac tically nil in all respect 
So, we don’t atti mpt te break them down And that includes harves 
twine as well as rope 

Mr. Osmers. Then, I woutd like to ask vou this question, although 
it is just a little bit bevond the scope of what this committee is working 
on now, but not what Congress is working on: We are about to deal 

ith reciprocal trade agreements, and so o 

Mr. Scmirck. Yes 

Mir. Osmers. If the percent of total imports of rope dropped from 
1951 to 1952 from 9.1 to 7 percent, wherein lies your concern if the 
import percentage is dropping? 

Mr. Scuteck. Well, that, sir, is a temporary situation There are 
a number of circumstances to which we may refer as possible 


explanations 


We know that thre \iexiean he equen rope fell off a little bit that 


We know that the Cuban in ports fell off a little bit t ; i 
Thev’ve had a lot of difficult n Cuba with the production and so 
forth Thev’ve had strikes down there, and it may be attributable 
to that to some extent. 

We know that the Philippine imports fell off a little bit due to some 
tax or something that was hurting them over there—export tax 
that is. 

I think thev have a 25 or 30 percent export duty. It was referred 
to in some hearings over in Manila last fall, and that is the reason | 
happen to know that perhaps cut them back a little bit 

Put there would be those considerations perhaps, amone others 
and it would only be apparent by breaking this down into the three 
types of rope there involved, and then checking the individual coun- 
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tries from which they came, and I think you would have an explana- 
tion; and we consider it only a temporary situation. 

Mr. Osmers. Well, I would gather from these figures which cover 
a 17-vear period, Mr. Schieck, that the domestic rope industry is a 
pretty healthy business, judging from the way they have managed 
to stave off imports and to keep a cood, big piece of the market 
her 

Mr. Scureckx. There is more to this than meets the eye, sir. 

First of a8 we do have an increase in imports. We have the 
5-vear average, ’46 to ’50, which is 4.2, and we have 1951—9.1. 

Now, that is the direction. 

Now, that trend comes from certain things, and that trend, as far 
as we know, will increase. 

What we’re trving to do to protect ourselves is to attempt to let 
he Members of Congress and the Government officials know the way 
this thing is going before it’s too late 

It’ snot s rood for us to let some ‘body ] ut a great deal of money ina 
rope factory in another country and ion close the door on them. 
The time to close the door is now, before they ¢o into those invest- 
ments 

And, more than that, the manufacture of various fiber-cordage 
products is an intecrated operation. By integrated, I mean it 
doesn’t make any difference whether you are making baling twine, 
wrappine twine or rope. About two-thirds of the process is the same 

and that is by taking the bale of fiber and putting it on a carding 
machine and running it through that machine and similar machines 
about seven times, forming it into a sliver, and then spinning that 
f twine; and then the next step, if you’re 
roing to make rope, 1S to take the varn and twist it into a strand, and 
then the strand, of course, is laid into the rope 

So ioe I say an integrated operation, the importance of these 
other thines to the manufacture of rope must be understood 

We've | rot to maimtain the prepari ition apacity hi Cc h combs out 
the fibers and lays them par: al | and produces the sliver from which 
the varn is made, on which vour rope is dependent 

mon , In order to maintain that tre ‘mendous preparation capacity 
needed to fill the rope machines, you've got to have other things than 
rope yarns passing over your prep equipment. You've got to have 
wrapping twine, baler twine, binder twine, and anything else that you 
can find to make on hard fiber equipment. 

Mr. Osmers. Would there be any useful purpose served, Mr. 
Schieck, if we should lease the Navy ropewalk in Boston to some pii- 
vate concern for their op2ration under competitive conditions, or isn’t 
that capacity needed? 

Mr. Scureck. Well, as far as we’re concerned, sir, it definitely is 
not needed; but if that is a solution by the Government, it’s just addi- 
tional competition in an area which is already so beset by too much 
capacity that I would—I doubt very much you would find a taker on 
a reasonable, businesslike basis under that sort of situation. 

Mr. Osmers. The Government would probably be better off not to 
do it. 

That is all I have. 

Mrs. Harpen. Mr. Pilcher, do you have any questions? 

Mr. Pitcner. No, ma’am. 


sliver into a varn or a piece O 
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Mis. Harpen. Mr. Ward. 

Mr. Warp. I would like to clarify a point or two, if I may, Mrs. 
Harden. 

Since the committee first raised some questions about the surplus 
rope at the Marietta Transportation Corps Depot and the Sharpe 
Depot in California, the Navy has sent teams at least to Marietta and 
have inspected the rope and have found some of those surplus declara- 
tions were in error, that the rope was actually hemp and not sisal as 
reported; and, as a result, they have taken it into Navy us2, o1 will 
take into Navy use the largest part of it. 

Somehow or other the records have been in error all these years and 
the declarations have been listing the rope as “sisal’’ and it should 
have been listed as “hemp.” 

Mr. Osmers. Does that mean, Mr. Ward, for the most part the 
rope that is stored at Marietta will not be put out in the commercial 
market? 

Mr. Warp. That is correct 

Mr. Pitcuer. That is right. 

Mr. Warp. Mr. Pilcher perhaps could go into that a little more. 
He is familiar with the background. 

Mr. Pitcuer. Well, you know when that came up here we had 
Admiral Ring over here. 

I don’t know whether you 

Mr. Osmers. I wasn’t at the hearing. 

Mr. Pitcuer. We told him we didn’t know anything about it, 
except the GSA’s report, and we just asked Admiral Ring to investi 
gate and let us know; and a few days later | had a letter from Admiral 
Ring stating that there had been a mistake and that they were 
investigating it further, and they were ¢ ing to use a considerable 
amount, if not all, of the rope. That was at Marietta. 

In other words, from the letter that I had from Admiral Ring, the 
rope never had been declared surplus by the Navy, but our records 
showed here that it had been declared surplus because the only record 
we had was from the GSA. That is where we got our figures. ‘That 
is where I got interested, and it was from the records of GSA. 

As I understand it now, it was manila rope, a good part of it, instead 
of sisal, and it is not going to be put on the market. ‘That is, they are 
going to use the majority of it 

Isn’t that the way you understand it, Mr. Ward? 

Mr. Warp. Yes; substantially. 

Mr. Scuteck. Madam Chairman, may I make a little addition to 
the record to correct the statement with reference to the tariff on the 
rope that was asked me a moment ago? 

Mrs. Harppn. You may. 

Mr. Scuiecx. Under the Tariff Act of 1930 the duty on manila 
rope smaller than *-inch diameter was 2 cents per pound and 15 
percent ad valorem. As a result of concessions made at the Geneva 
Conference, the duty is now 2 cents per pound and 10 percent ad 
valorem. 

The Tariff Act of 1930 provided a duty of 2 cents per pound and 
15 percent ad valorem on sisal and henequen rope smaller than 
‘4 inch in diameter. This duty has since been reduced to 1 cent per 
pound and 7% percent ad valorem. 

Mr. Osmers. May I ask one question of Mr. Schieck? 
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What would happen if we eliminated all tariff on rope and rope 
products? Would you destroy the American industry, or is there a 
rt n proportion of it that so efhicient that it could compete? 


\\ hs t wo ild happen as a prac tical matter: 


Ir. Scureck. Well, | would say, my own opinion, in a matter of 
time, with the exception of one company, the industry would be 
substantially destroved the American farmer would be dependent 
upon offshore s ees not available in time of war for his essential 


material, such as baler and binder twine 

Anvone who had anything to do with it in the last war knows 
how thos things weren’t available. because prior to the last wa 
Kneland and the continent accounted for a very substantial part of 
the imports of binder twi and when the war came on their mills 
weren't available and there wasn’t enough binder twine to go around 

ly would the farmers suffer, but I think the national 
uld be jeopardized just as much as if you depended on 
Japan to make your tanks and battleships, because they could make 
them cheaper over there, and I would sav you can’t have a Navy 
without rope; vou can’t run an Army without rope. Our industry 
is dependent on rope, our mines, our fisheries, the transportation 
facilities, the public utilities, as well as the water carriers—all are 


dependent on rope, and it’s got to be good rope 

Mrs. Harpun. Are there any further questions? 

Do you have any further questions, Mr. Ward? 

Mr. Warp. No. 

Mr. Scureck. Thank you very much 

Mrs. Harpen. Mir. Schieck, the members of the committee appre- 
clate your coming and giving us this very fine statement on behalf of 
the Cordage Institute 

Mr. Scureck. Thank you very much 

Thank you, gentlemen 

Mrs. Harpen. | should like to insert in the record at this time a 
letter from the Los Angeles Chamber of Commerce by Mr. Harold W. 
Wright, general manager 

Is it the wish of the committee that I read the letter now? 

Mr. Pitcner. We can read it in the committee report 

Do you want to hear it? 

Mr. Osmers. No 

What is the subject? 

Mr. Prrcner. It is rope 

Mrs. Harpen. The last paragraph says: 

We, therefore, earnestly recommend that the use of the ropewalk at the Boston 
Na Yard be discontinued 

Mr. Prtcugr. I thought they had a ropewalk out in California. 

Mrs. Harprn. That letter will be inserted in the record at this 
point 

The letter from Mr. Harold W. Wright, general manager, Los 
Angeles Chamber of Commerce, dated June 2, 1953, is as follows:) 
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Le ANGELES CHAMBER OF COMMERCI 
Jul 
Hon. Cecin M. HARDEN 
Chairman, Subcommittee on Intergovernmental Relations of the House (¢ 
mittee on Governmental Operations, 


House O flice Building, W hington, D4 
Dear Mapam: We have been advised that vour ibcommittee is consider 
a proposal to close the ropewalk at the Boston Navy Yard Further formati 
has been received to the effect that presently the ropewalk is producing appr« 


mately 5 million pounds ol rope per year in 1acl ( WIth a Capacity ¢ near 

12 million. pounds on a two-shiit basis . recent survey made by e ind 

the request of the Munitions Board disclosed the fact that the indu 

prison facilties, has a capacity of approximately 600 million pounds of dry 

per year on a two-shiit basis Deducting the requirements for baler and bi 

twine Irom this capacity, 1t was apparent Irom the survey that priva ents 

prise does have ample facilities to meet all rope requirements of a war emergt 
Under normal conditions, we are informed that the rope busine average 

the neighborhood of 90 to 95 millior pou! is per vear lhe diversi 

pounds to the governmental facilities would, therefore, substantial es 

opportunity tor prohtably maintaining the private a ities essentia 

O nergeney 


We thereiore earnestly recommend that the use o he ropewalk at the b 
Navy Yard be discontinued 
eincerely vours, 
Harotp W. Wricut, Genere \/ 
Mrs. Harpen. I would like to insert another letter in the record at 
this time from Mr. Daniel G. Connolly, who is attorney and counselor 
at law, Brooklyn, N. Y. He says he represents the greater portion 
of the rope manufacturers of Brooklyn. 
(Letters from Mr. Daniel G. Connolly, dated May 28 and May 14, 
1953, are as follows:) 
BRookLyn, N. Y., Me 8, 19 
Re Harden Subcommittee 


Hon. JoHn H. Ray, 
Congressman, 15th District, 
House Office Building, Washington, D. ( 





My Dear CONGRESSMAN: Thank you r vour er of May 18, ir ) 
my letter of May 14. I have been rer in making etter t yu, incomp 

Representing the greater portion of the rope manufacturers of Brool i 
am naturally interested in their prosperity Since nial times, t 
dustry of Brooklyn has been a very important fa I it isiness life 

The United States Navy called upon the rope ( panies ol Brooklyn t 1 
practically their entire output, from 1940 to 1946, to supply the needs of 1 
expanded Navy, and that tas 4 pted after i 

In these times of peace, the needs of the Navy are supplied in large part 
rope manulacturing conducted by the Charleston Navv Yard at Bost I 
We believe that this is inadvisal in that the ci in Top i fact | 
forced to compete wit! the Government lr ipplving the Navy need Aa j 
therefore limiting or handicapping the operations of the civilian 1 
the Navy is forced to call upon times of ergs 

I believe that upon similar representations from the clothing r 
Navy has ceased manufacturing uniforms at the Brooklyn Navy Yard, ar 
also discontinuing the manufacture of paint 

I respectfully ask that vou advise the Harden subcommittee that the import 
rope industry, located in the district which you serve, is adversel; i by 
competition from the Navy itself, it the present arrangement i ) 


time in the future, in the case of emergency, leave the Navy without their largest 
sources for rope 
With assurances of regard, I an 
Yours very truly, 
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Brook Lyn, N. Y., May 14, 19538. 


Jressman I i ru 
House O flice Build 7 5 ishington, tS. 
My Dear CoNGREsSM | am very much interested in the proposal before 
the Harden subcommittes i the Government Operations Committee to close 
the Navy’s rope-manufact ng facilities at the Boston Navy Yard. 





The committee has recently taken similar action with reference to the manu- 


I represent some Brooklyn rope manufacturers who are in the unhappy posi- 
tion of having to compete with the United States Navy in their efforts to supply 
its rope needs. In times of emergency, of course, the Navy is utterly dependent 

] ( al wula g plants 
1 he ver ut ito vou if ve 1 Would express to this committee, 
are of its chairman, Hon. il M. Harden, chairman, Intergovernmental 
Relations Subco ittee of the Cor ttee on Government Operations, House of 
Representatis Washington 25, D. C., the interests of the rope-manufacturing 
f | KI atte 
Ver tr your 


Mi H )] Does anvone in the room desire to make a state- 


If not. the meeting will recess until tomorrow morning at 10 o’clock, 


at which time we will hear Senator Homer Ferguson, Assistant Secre- 
tary of Commerce Craig R. Sheaffer, General Services Administrator 
Edmond Mansure, C. D. Hudson of the National Wooden Box 
Association, and Ivan Allen, Jr., of the National Stationery and 
Office Equipment Association , 

We shall recess until tomorrow morning at 10 o’clock. 
Whereupon, at 3:32 p. m., the hearing was recessed, to reconvene 


at 10 a. m., Wednesday, June 10, 1953 


INVESTIGATION INTO COMMERCIAL AND INDUSTRIAL 
TYPE ACTIVITIES IN THE FEDERAL GOVERNMENT 


WEDNESDAY, JUNE 10, 1953 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
1501, House Office Building, Hon. Cecil M. Harden (chairman of the 
subcommittee presiding. 

Present: Representatives Cecil M. Harden, George Meader, Frank 
C. Osmers, Jr., Jeffrey Hillelson, Jack B. Brooks, and J. L. Pilcher 

Also present: Ray Ward, staff director, and Jane E. Morgan, clerk 

Mrs. HarpENn. The meeting will come to order. 

The clerk will call the roll. 

The clerk called the roll, and the following members answered to 
their names: Mrs. Harden, Mr. Meader, Mr. Osmers, Mr. Hillelson, 
and Mr. Pilcher. 

Mrs. Harpen. We are today resuming hearings on the subject of 
commercial and industrial-type activities in the Federal Government 

We had splendid statements yesterday from Congressman Clarence 
srown of Ohio, Mr. Rowland Jones of the American Retail Federation, 
Congressman O’Neill of Massachusetts, Mr. David Himmelfarb who 
represented the employees of the ropewalk at the Boston Naval 
Shipyard, and Mr. DeWitt Schieck of the Cordage Institute. 

Senator Ferguson planned to be with us today, but late yesterday 
received word of the tornado disaster in his State and it was necessary 
for him to fly to Michigan. 

During the course of Congressman Brown’s testimony yesterday 
a a d five points as a possible course of action. These were 

There should be a policy order from the President setting forth 
dials ards as to when the Federal Government should engage in com- 
mercial type activities. 

(2) The General Accounting Office should be given the means to 
expedite the program of establishing necessary costs so that we can 
tell whether or not it is economical or efficient to operate coffee plants, 
paint factories, spectacle manufacturing plants, et cetera. 

(3) The Bureau of the Budget should give a hard and critical 
annual review to all of these operations and not recommend the appro- 
priations of money or dole it out year after year to maintain some 
uneconomical or unnecessary Government business operation which 
is competing with legitimate private enterprise. 

(4) Each Government agency should develop a program under the 
policy set forth by the President to keep its own house in order and 
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to ado away with unnec ur’ yperations within is own agency or 
dadepartm { 

5 The Standards eT » Should be ised on a sort of preventive 
ba 3 ) t} ata preview Will De Vel before th » Government foes into 
th anufacturing business 

{ believe it would be well to keep these points in mind as something 
to consider as other witnesses testify 


We are happy to have with us this morning Mr. Craig R. Shaeffer, 
\ssistant Secretary for Domestic Affairs of the Department of Com- 
meres 


Mi Secretary we fee] that the De partme! t o] Comme ree May have 


a vital role to play in the solution of the Government’s competition 





W th I wert not here vesterda 5 but you will note 
from the on the wall that the Government is engaged in 
many types of competitive enterprises We are trving to work out 


@ program of action to see what can be done in curtailing existing 
Federal enterprise and to see what can be done in the way of preven- 
tive cure We hope that you will touch on these matters in your 


\ letter from the ibecommittee chairman follows 





\f Q \ 
S ( D. ¢ 
Wi The 1 ental R S mmittee, of whi 
i J i nea ) ipject of 
and i i | leral G I The 
ea v 9g § and will ip tely \ t 
( it at the Federal G nn t ha rough 
i ich as coffee 
ma 1 al uct { i 1 DAKE mM 
‘ : i pla gs of the 
ty | rt | I taxes 
{ { i Ret } al 
i i t 1! i 1 1 I has been 
coaell Federal Governm and to 
ea 1 { py a ) D1 
| ‘ ) ( 1 (; ( m 
i il naa d pro d res 
i I 1 1 i ol i t 
Hoover to b fi ind expect 
| : H { yn testil 
. 1 ta ' I 1 States 
( \ M ul As ‘ her int sted 
| t na ‘ ry Depa \ h stimula 
| g I pr t ( rtant subject 
and te 1 Pilea ad at an early date whether or not 
t 9 t t {tv at our ring I suggee t tl} t the morning of J ine 10 
yuld t t t t time for you to appear, but will make the agenda flexible to 
I yt mi 
S 


Crceit M. HarpEen, Chairman 


\M[r. Sheaffer, would you please sit here? You may proceed. 
Mr. SHEAFFER. [ assume you want me to read my formal statement. 
Mrs HARDEN Yes 
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STATEMENT OF CRAIG R. SHEAFFER, ASSISTANT SECRETARY FOR 
DOMESTIC AFFAIRS, DEPARTMENT OF COMMERCE 


Mr. SHEAFFER. It is a privilege to appear before your committee 
to present the views of the Department of Commerce concerning the 
problem of competition by the Federal Government with private 
enterprise. 

First, I should like to state that the most striking instance of 
activity of the Department of Commerce which may be said to be in 
compe ‘tition with business is the operation of the Federal Barge Lines 
in the Mississippi Missouri V — , around the Gulf and into Alabama 
This operation 1s carried on by the Inland Waterw: ays Corporation of 
the Department. As this committee knows, an early decision of the 
new administration was to dispose of this operation to private enter- 
prise as soon as possible. We are optimistic that a purchaser who is 
willing and able to provide services substantially similar to those 
presently provided will come out of the current negotiations 

We are also aware that criticism has been raised in the past con- 
cerning certain other activities of the Department as competiti 
These have included, I am informed, printing, repair, and testing 
activities. We will investigate these criticisms to see if there is sub- 
stance to them. Generally, the activities of the Department are such 
as not to fall in this field as a summary listing of bureaus making up 
the Department would show. 

The President, in his state of the Union message, stated that 

We are concerned with the encouragement of competitive enterprise a 
dividual initiative precisely because we know them to be our Nation’s abiding 
sources of strength 


We in the Department of Commerce believe as a general principle 


that withdrawal by the Federal Government from activities in 
competition with private business would be a step toward encourage- 
ment of competitive enterprise desired by the President. 

There are certain well recognized exceptions to this general prin- 
ciple, however. There are, for example, social gains from allowing 
ersons imprisoned for crime to be occupied during their term and to 
earn a trade during their imprisonment so that they may become 
productive citizens. 

There are also instances where private enterprise, while providing 
certain necessary services for the general public, including Govern- 
ment agencies and employees in relatively large cities and towns, may 
not be in a position to provide such services at remote points where 
military servicemen have found it necessary to gather and live. 

Aside from such recognized exceptions, the Federal Gove nm nt 
should look to business to provide services and products rather than 
undertaking to provide them directly. I believe that, as a general 
rule, business can provide services and goods cheaper than can the 
Government, provided that all costs, direct and indirect, are con- 
sidered in arriving at the prices to be charged. 

Because of these views and the statutory responsibility given to the 
Department of Commerce to foster, promote, and develop the com- 
merce of this country, we in the Department take this occasion to 
invite businessmen who have reason to believe that the Federal 
Government is engaged in operations which are in competition with 
themselves to bring these conditions to our attention 
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As is well known by now, it is the intention of this administration 
to cut down on the number of Federal employees necessary to carry 
out our responsibilities and, therefore, we ask that only well considered 
requests be made. Any other approach may well lead to our being 
so deluged with requests that selection of appropriate instances for 
iction will become a formidable task and our effectiveness will be cut 
down 

In this undertaking, we do not have at this time any preconcieved 
plan of operation other than the analysis of problems presented to us 
and discussion by the Department with the agencies involved to 
ascertain what can be done to assist businessmen in the alleviation of 
their difficulties. We will take such necessary steps as are within our 
power to re solve these problems. 

It is the present plan of the Secretary to establish in the Department 
of Commerce a program of acting as spokesman in the Government 
for businessmen who have reason to believe that Government com- 
petition in their particular trade and at a particular location is inap- 
propriate, unnecessary or unduly expensive. To carry out such a 
program effectively, complaints should be as specific as possible. In 
addition to indicating the locations where the complained of operations 
take place, and the agency or agencies involved, the basis for assuring 
that equal or better service can be given and the probability of less 
cost to the Government should be stressed. 

The Department will work closely with this subcommittee and other 
groups toward the end of minimizing instances of unfair competition 
by the Government. 

Mrs. Harpen. Mr. Sheaffer, we learned some months ago that there 
were 50 or 60 million feet of rope which might be dumped on the 
market. Mr. Schieck of the Cordage Institute told us yesterday that 
such a quantity would have a bad effect on an already depressed 
industry. Now, with large disposal programs in the offing, what 
preventive action can be taken at this time by responsible agents? 

Mr. SHEAFFER. | ~ know just exactly what preventative action 
could be taken, but I do think that since the Government, for good 
reason, was responsible for accumulating the surplus they ought to 
assume responsibility for redistributing it, if necessary, in a very 
orderly and undestructive fashion. 

It can be done 

I think the distribution, if possible—the redistribution of the 
surplus—should be through private channels. 

Mrs. Harpen. What commercial-type activities are being operated 
now by the Commerce Department? 

Mr. SHearrer. I’d hate to have to guarantee to cover them. 

I have no doubt there are, in addition to the Federal Barge Lines 
mentioned, others that people might say were in competition with 
business, and be right about it. 

We are in the process of finding out ourselves just where the Depart- 
ment stands in that respect; and, as a department representing busi- 
nessmen, we not only hope to foster the general administration 
policy but, of course, first of all, to see that our own department is in 
line with the policy. 

Mrs. Harpen. We realize Secretary Weeks has only been in office 
a short time and that it is quite a responsibility to cover such a wide 
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field in such a short time. Could you furnish us with a list for the 
record? 

Mr. Suparrer. We will try to do so. 

We will do so, and also, Mrs. Harden, those that might not bs 
definitely in competition but are contested by some 

A letter from the Department of Commerce follows:) 

THE AssISTANT SECRETAI oF COMME! 
a} hington ? Lug 

Hon. Ceci, M. HaArpeEn, 

House of Representative 


Washington, D. C 


My Drar Mrs. HarpEn: We did not get the list of agencies in our Department 
that might be competing with private busine mply beca t became a more 
difficult task than I had anticipated when | was on the stand before your com- 
mittee. There are conflicting views within our own Department on matters of 
this kind and to attempt to resolve them quickly so that vou could have had t 
list seemed impossible I am sorry that I was not able to personally fulfil 

As matters stand there are comparatively few div ns of the Department of 
Commerce where activities might compete with private business. I want you to 
know that all these activities will be examined critically and that we will cooperate 
with whatever body has final jurisdiction to determine matters of tl 
* I want to personally offer my own full cooperation to you and for the Depart- 
ment whenever we can serve you. We do not want our failure in this one respect 
to indicate any lack of desire to offer you very wholehearted cooperation in every 


way possible. 
Sincerely yours, 
Craia R. Sut 
Domestic A. 

Mrs. Harpen. We would greatly appreciate that—and thank you, 
Mr. Sheaffer. 

When, in your opinion, is the Federal Government justified in 
establishing a commercial-type enterprise? 

Mr. SHearrer. Only when it can’t be done elsewhere, or where cost 
would be prohibitive in private enterprise. 

Mrs. Harpsen. When should the Government discontinue the 
operation of a commercial-type enterprise? 

Mr. SuHearrer. The minute it doesn’t meet those standards. 

Mrs. Harpen. What concrete suggestions do you have for improv- 
ing the current situation? 

Mr. SHeaFFer. It would seem to me that some division of the 
executive branch, in cooperation with the Congress should, first, find 
out the most important spots where there is direct competition and 
destructive Government competition, and ask for a conference with 
the agency involved to be certain that all the facts are available, that 
there isn’t a wrong contention; and then it seems that, in following out 
the administration’s policy, business should be asked to support their 
reasons for desiring that to be returned to private enterprise—that 
operation—and also the business must furnish at the same time very 
concrete information that it will handle it economically, as construc- 
tively from the standpoint of conservation—for instance, in your 
forest products and in paper and pulp, lumber—or more so than is 
now being handled. 

I think there again all elements of cost have to be taken into con- 
sideration in making the decision as to whether or not it is more 


1 Mr. Sheaffer added in hand: ‘‘We would gladly discuss this with you if you wish.”—CRS 
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economical for private enterprise to handle it or Government enter- 
prise, and that would include the inde paid by private enterprise. 

Mrs. Harpen. Mr. Meader, do you have any questions? 

Mr. Mraper. Yes, Madam Chairman. 

Mr. Shaeffer, I was very much interested in your statement, par- 
ticularly vour recognition of vour obligation to the American business 
community in this particular field 

I don’t think there is any substantial disagreement with the general 
principle of getting the ( joverpment out of business where the services 
can be performed by private industry 

| think the real difficulty is to try to find a formula or a standard, 
a crude whereby we can separate those a tivities which are appro- 
priate for the Government to engage in from those which are not. 
{ would like to request, Madam Chairman, that some of the bright 
minds in the Commerce Department be trained on this problem of 
coming up with some kind of a formula or set of standards which would 
be understandable, applicable, enforcible, and workable. I think 
the difficulty is that we haven’t been able to find any 

|! asked Mr. Jones yesterday to supply such a formula. He was 
con plaining about the commussaries and the PA’s in the military 
services I couldn’t get him to come up witb anything which would 
be universally applicabl [ would just like to discuss some of the 
criteria which have been suggested and see whether you have any 
offhand observations. If you don’t, 1 would like to request that 
some study be given in your department to the development of a 
standard or formula for separating Government from business 

| would like to start out by referring to the directive of the Depart 
ment of Defense sept mber 5, 1952, No. 4000.8, section B, entitled 
“Commercial and Industrial-Type Facilities.” I am going to read 
this section and ask you to comment on it after I have finished. 


( mercial- and industrial-tvpe faciliti including, among others, ware- 
repair shops, bakeries, and laundrie yperated by each of the 
tary departme: hall be made available to the maximum extent for the use 
of a f the military departments Existing commercial- and industrial-typc 
fa ities shall be surveved to deter ine the ne d for their co tinued operation and 
t y Such facilities will not be continued in operation where the required 
needs can be effectively and economically served by existing facilities of any 
department or where private commercial facilities are available except to the 
extent at such private commercial facilities are not reasonably available or their 
VA I 1 mstrabi or xpensive or except where the operation of such 
facilities is essential for training purposes. No facilities, not in operation, shall 
be retained unless necessary for mobilization reserve. Cost-accounting methods 
| be emploved to assist in formulation of decisions concerning cross-servicing 
establishment or continuance of such activities in or under the Department of 
Defense 


That is a pretty general statement. “Where private commercial 
facilities are available and can effectively and economically” serve 
the needs. It is so general that I don’t think it is of very much use. 
I wonder if you can suggest anything more specific, more detailed, as a 
test of whether the Government should carry on industrial-type 
activities? 

Mr. Suearrer. Well, may I first suggest to you the basis upon 
which [ think we could advise and operate more effectively in our 
help to the Government in this problem—and it is a great one—in the 
reestablishing of our Business Services Agency, which has lapsed over 
recent years—partly because it has been taken by the emergency 
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agencies, such as NPA: partly because there has not been adequate 
interest in that particular function of the Department—and as it is 
reestablished in the Business Division, the Business Service Agency, 
nobody can quite advise with respect to the competence of that 
business and that industry to service the welfare of the consuming 
public like the men engaged in it. 

I hope it is understood that those agencies are not special pleaders, 
that they are not set up with that intention, but they will be set up as 
an authoritative voice of that industry and with the ability to speak 
factually as to what they can and cannot do. 

For instance, there are many instances where the Government is in 
the lumber business. Certainly nobody but the lumberman or 
somebody connected with that industry can quite so well say how 
they could improve the service to the consuming public or serve the 
Government as well as that industry 

\s we set up that agency, that new agency, for which we have yet 
to get appropriations, | might add, we think that we can detail, if that 
is the desire of Congress, those divisions as advisers in their field to 
this particular subject, which is of great importance to the Govern- 
ment and to private business and the consuming public 

Now. as to your final question, the direct question: It would seem 
to me that this is so general that no private business could qualify 
under the exceptions noted here under B, ‘“‘Commercial- and indus- 
trial-type facilities.’ I particularly refer to where it says 


os available except to the extent that such private commercial facilities aré 

not reasonably available or their use will be demonstrably more expensive 

except where the operation of such facilities is essential for training purposes 
Under that definition, all doubts could be resolved against private 

f they are left free of taxes, a Government agency can outcompete; | 


onsuming public and the taxpayer is not served. 
Under the circumstance, it would seem that the definition and the 
requirement ought to be more succinct and direct 
We know there are fields where the Government and nobody else 
can fulfill the requirements of def hse produc LION, resea;re hy xploration 
and development but in the general field of commercial activ ity, given 
' 


an even break with the requirements of cost, economy duly recognized 


taxes paid, taken into consideration, private business will serv 
adequately in the great majority of instances 
Mr. Meapmr. Mr. Secretary, I appreciate that comment. I must 


say I agree with you completely that the statement which I just read 


out of the Defense Department directive is very little more than a 
praver. It doesn’t set up any workable standards or guides for dis- 
tinguishing between appropriate Government activities and those 
which can be performed by private industry, 

Now, you mentioned cost and this directive mentions cost. | think 
it should be point d out in those same hearings of the pred cessor to 
this subcommittee last December, that on page 262 of these hearings, 
there is some significant testimony by Mr. Pearson, Deputy Under 
Secretary of the Army. 

I want to read from his testimony three brief paragraphs, which 
I think bear upon the matter of cost. Starting with the paragraph 
that begins on the top of page 262, he said 

But we do not know what 
nor I are happy in that environment We do not have for so many Army activi- 


they cost and, as businessmen. neither Mr. Johnson 
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ties businesslike solid cost-accounting figures to guide in judgment. We are 
then guided more by habit and the habit of thought and by the circumstances of 


The task of installation of businesslike accounting in the Army is a tremendous 
task We are 100 vear.. behind busine or certainly 50 vears behind business in 
} a respect 

The jobs of all of us in these procurement and distribution activities would be 
much more attractive if we could walk on the solid ground of solid facts in reach- 
ing conclusions rather than in t hazv elements of incomplete facts. 


Now, my question to you, in the light of that testimony by a man 
who ought to know that the cost figures of the Army dou’t mean any- 


] 


thing, is: What F,ood does it do to use cost as a eriterion to decide 
whether or not private industry can produce a product as cheaply or 
more cheaply than the Government? 

Mr. SHearrer. Well, we all know that there is an involvement in 
the Military Establishment, and legitimately in many respects. I 
should take it that there is a way of finding sort of the input of money 
and the outgo of money involved in certain realms of activity. I 
think it is possible to do that; but if it isn’t, if we have a demon- 
strably efficient industry, and a competitive industry, and you have a 
sawmill that is making lumber, for instance, for the Army, and these 
industries will go into the field of the sawmill activity involved and 
say that they will do the work, they will actively and more efficiently 
carry on the programs of conservation, a rough look at the figures in- 

olved by the military and the amount of money going to that activ ity 
as compared to what the industry will furnish you in their costs, in 
specific instances like this, picking a certain locality and a certain 
sawmill, say, [ think that the figures will be so overwhelmingly re- 
vealing that there can only be one decision—and that is that private 
industry will do it more economically. 

Now, there does have to be a segregation of money input into the 
agency; and I should think with good will, with the Defense Depart- 
ment and, say, Commerce and this committee operating to find out 
the facts, not to carry a torch for anything except keeping the Govern- 
ment in its proper sphere, unless it is necessary for the Government 
to get out of its sphere, you will find that it can be resolved. 

The vehicle is what you are looking for, I think. 

Mr. Meaper. I think we need to have a formula. 

Mr. SHEAFFER. Yes. 

Mr. Meapver. I think it is possible to set up some kind of a formula. 

Mr. SHEAFFER. I do, too 

Mr. Meaper. I am not sure that the item of cost should be one of 
the criteria 

Now, I would like to ask for your comment on the statement by 
Under Secretary Johnson in those same hearings on page 261: 

One of the things I would like to be on the record for, because I feel so strongly 

it, is that I do not think it is just a question of the Government doing it any 
cheaper than private business. I wouldn’t care if we paid the private business- 
man more than we did the Government because, after all, the Government is sup- 
ported by business and the people It doesn’t make much difference to me that 
there is a differential in cost and maybe it is a little higher civilian-wise. That is 
not for us to determine. 


on 


I would like to have your observation, your concurrence or disagree- 
ment with that statement of Under Secretary Johnson. 

Mr. SHearrer. | agree emphatically, and that is why I always 
mention taxes when taxes are taken as an element of cost. 
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I am quite certain if you eliminate from the cost accounting of the 
Government the support that it has as a public body, taxless, that 
there are some instances, but very few, where they will do the job 
cheaper, I should say, than the private industry; but the competitive 
enterprise will arrive, given a chance, given an opportunity that they 
haven’t been given to do that, at an overall saving to the consuming 
public, to the taxpayers of the country and the consumers of the 
country. 

Now, I say in a different way exactly what Mr. Johnson says 
that when they talk about the Government in business they don’t put 
in all the elements of cost in deciding what it is costing the Govern- 
ment as compared to private enterprise. They don’t set up what 
they could pay if they were in private business, what they would pay 
in taxes, from the bottom up—and that is a large element. If they 
did, I am sure you would resolve it only one way—that the privat 

Mr. Meaper. You are quite confident 

Mr. SHEAFFER. Enterprise would beat them. 

Mr. Meaper. The private enterprise 

Mr. SHearrer. Unquestionably. 

Mr. Meaper. On the same cost-accounting setup 

Mr. SHearrer. Yes. 

Mr. Meaper. Would out-compete the Government in almost 
every instance? 

Mr. SHeAFrer. That’s right. 

Mr. Meaprer. Now, if I might, I would like to turn to something 
on which you might be regarded as an expert because of your experi- 
ence prior to your Government service, Mr. Sheaffer. 

Mr. SHearrer. Nobody else would consider me as an expert. 

Mr. Meaper. Well, it has been called to my attention that the 
Government Printing Office is in the business of making ink. I would 
like to have you comment on the desirability of the Government 
Printing Office making its own ink rather than buying it from private 
ink manufacturers. 

Mr. Suparrer. Well, that really is not my field. That is printing, 
and we have never been in that business. It’s an entirely different 
field. 

Mr. Meaper. Oh, it has all kinds of inks. 

Mr. SHearrer. Well, that 

Mr. Meaper. And, as I understand it, it is mandatory on all 
Government agencies to buy their ink from the Government Printing 
Office. 

Mr. Suearrer. Do they make all kinds of ink? 

Mr. Warp. Yes. 

Mr. Suearrer. Well, let me—— 

Mr. Warp. The ink that is used in Government offices. 

Mr. Suearrer. Well, let me say—— 

Mr. Brooks. All printing ink? 

Mr. Warp. No; we are talking about writing ink. 

Mr. SHearrer. Writing ink, too. 

Mr. Mraper. Let me call your attention to page 29 of the Catalog 
and Price List of the United States Government Printing Office, dated 
April 1, 1953. You might read some of the types of inks involved 
there. I think you will find that they are not confined to printing 
ink. 
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Mr. Osmers. Madam Chairman. 

Mrs. Harpen. Mr. Osmers 

Mr Osmers. | would like to ask Mr Meader & question. 

Does the Government make these inks or do they buy from private 
manufacturers and distribute them to Government departments? 

Mr. Warp. They make them 

Mr. SHearrer. Now, I know that they make an ink, Government 
specication ink That is a ve ry old specification | don’t believe 
any commercial company would make it because of its corresive 
character. That specification has remained very sturdy over the 


field, I think, if you will not consider it an immodest 


I 


testimony, that 30 years ago a 2-ounce bottle of writing fluid was sold 
by our company at 15 cents. Since that time the bottle has been 
improved, the cartoning has been improved, the enclosure has been 
improved, a today it is selling for 15 cents. 
Now, let the vernment try to tie that. 
[ think ths ild be considered an exceptional instance, but I 
do think at re are many places here—and particularly in the 
Ss, here I cannot be accused of having any 
interest hat should bs explored, and it certainly will be 
derstand the itentions of that industry 
re would be very legitimate and highly 
nvolved. Your Government Standards 
atories, in the realm of printing inks, 
and Make possible the se rvicing of the 


industry at much less money that is being 


q L\GUSLry divisions can be of vast help. 
[ meant at first when I said we are not in a position 
adeqg lately now : but if we set these divisions up 
repeat, not as special pleaders, but as authoritative 
pokesmen for the mdustry and what they can do in this respect 
id other respects to the executive branches, independent agencies 
the Government, and Congress, I believe we will fulfill a service 
has been lacking for some time 
eht say | was quite impressed by your suggestion 
set up industry by industry, might 
in combatting this problem of socialistic 
istrial operations. 


for just a brief summary of what 


| UX le committee 
‘onsolidate in our industry 
number about 23—the remaining 
quired by continuation in some form of 
e them prepare for an operating agency 


to operate and be the contact of business 


ler » broad plan uit to consolidate that with the Business 


nae 1} 


Service Ageney so they v be in one spot, so that there will be a 


collaboration in the formulation of good, sound wartime plans for 
operation and a transition into a peacetime operation of the depart- 


ment. [t is not to be ¢ big agency. It can be lean and, J think, 
efficient 





COMMERCIAL AND INDUSTRIAL ACTIVITIES IN GOVERNMENT 87 


It is our feeling that, as we depart from a peacetime structure in 
this respect, you cannot keep up to date in a business function unless 
you have businessmen rotating in and out of service on the w. o. c. 
basis: and, as our present, hoped for organization stands, the industry 
divisions would be headed by a w. 0. c. man, rotating every 6 months, 
and selected by the Secretary but with the advice of the industry 
advisory committee, it being agreed there had to be unanimity in the 
recommendations of the industry advisory committee or the man 
would have to be a career man. 

Under any circumstance, the w. 0. c. man in that division would 
be supported by a capable career deputy, and for a continuation of 
the program, so there would be no lapse in a general program through- 
out the vears, and that the rotating w. o. c. men coming in would 
bring from business the newest features and up-to-date concepts of 
that industry, but carry back to the industry, as he leaves, the 
requirements of the government and its functioo. 

If that is set up properly and supported by a good staff, the very 
information that you are looking for here can be, I think, centralized 
—at least from an advisory standpoint—in the Department of Come 
merce, and very adequately we can assist the other executive divi- 
sions and the Congress through those divisions to a degree that 
hasn’t been possible for many years. 

Mr. Muraper. Thank you very much for your statement, Mr, 
Sheaffer 

That is all I have. 

Mrs. Harpen. Mr. Brooks, do you have any questions? 

Mr. Brooxs. No, ma’am. Thank you very much. 

Mrs. Harpen. Mr. Osmers. 

Mr. Osmers. Madam Chairman, I have been very much impressed 
with many of the things that Mr. Sheaffer has said. I don’t think 
we have had a subject before this committee or any other committee 
upon which there has been so much unanimity among the witnesses 
and the Members of Congress. ‘The things we are in agreement on 
seem to be that government competition with business is an evil 
thing, that the cost factor is a very difficult one because the Govern- 
ment has certain advantages over business, that we shouJdn’t use 
cost as a final gage in every case. ‘There is agreement apparently 
that the committees of Congress operate too much after the fact to 
act as watchdogs in this field. The question is how to police the 
Government in this field. 

Now, I don’t think it would be the feeling of Congress to set up 
another board or bureau to do this job. I don’t think that is the way 
it should be done. It is an executive job. It must stem from the 
President's authority, and my one question of Mr. Sheaffer is how, 
in his opinion, can the President exercise his executive authority in 
this field on a continuing basis to stop the activities that are com- 
petitive with business and to prevent us from engaging in other similar 
activities in the future. 

Mr. SHEAFFER. Congressman, I would like to be able to answer 
that specifically and concretely. Do I understand this was Senator 
Ferguson’s statement? 

Mrs. Harpen. Congressman Brown’s statement. 

Mr. SHeaFrer. That seems to outline it very well. 


—pt. 1- 
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I would like to feel that we could bring to you a concrete suggestion 
and recommendation as to a procedure that would have to do with the 
immediate problem of getting the Government out of business, suc- 
ceeded by a recommendation as to how to keep the Government out of 
business. 

Mr. Osmers. I would say, Madam Chairman, the Commerce 
Department, particularly with this point you have outlined here, 
should it become a reality, would in nearly all instances be the expert 
witness on all of these things. They would come in with the facts from 
business. 

I am not quite as enthusiastic as you are, Mr. Sheaffer, about letting 
an sang be the sole judge of whether the Government should 
engage in Ss partic ular indust ry or not, because I am sure you are 
going to come up with a negative answer in every instance. 

Mr. SuHearrer. I didn’t say so, Mr. Congressman. I did not 
intimate they were to be the sole judge. They were to be the people 
that would bring factual and industry knowledge upon which some- 
body else can base their decision. 

Mr. Osmers. I did exaggerate your testimony a little bit for the 
purposes of illustration. 

| have no further questions 

Mrs. Harpren. Mr. Pilcher, do you have any questions 

Mr. Picner. Yes, Madam Chairman. Mr. Sheaffer's addi 
here convinces me further. I think this whole committee is going 
after this thing wrong 

You remember I talked to you yesterday. 

It is not a technical proble m It is commonsense 

Now, those lists are misleading. ‘The Government has to stay in 
YU percent of those things on there. 

When you start talking about the tree nurseries—that is the back- 
bone of our forestry program. Private industry is not going to do 
that 

REA is in the same category. 

Insurance is = of your social-security program. 

Certainly the Government has to operate hospitals to take care of 
the soldiers. 

We have to operate mints to print the money; and, then, you have 
down there paper for money making. 

We know why we got into the rubber business at the beginning of 
this last war. It was because we couldn’t get any rubber. We 
had to get into it. 

If we hadn’t had our shipbuilding plants at Brooklyn and other 
places, when the world war started, we would have been in bad 
shape for ships. 

But there are a few items on there which any businessman or any- 
body else can just look at and say, ‘“The Government has got no bus- 
iness in there.” 

This committee should pick out the businesses that are in direct 
competition, where private enterprise can fill the bill, and then just 
make specific recommendations to Congress and do something about 
it. 

We are going to have a half dozen things like this, just like it has 
been here, and it is not socialistic. 
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If you will notice, we had 103 of them in 1932. We have only got 
78 of them now, and we have still too many; but there are a number 
of them on there that we have got to stay in. 

But you can take rope manufacturing; you can take paint making; 
you can take coffee manufacturing, something that is just a staple 
industry in every State in the Union—you can go after those particular 
things and make recommendations to Congress. 

So far as all this cost business, expecting Mr. Sheaffer to tell us 
the cost of this. or what we would do about something that he had 
never had any experience in, he is not supposed to do that; but I 
believe this committee can look on there and tell what the Govern- 
ment has no business being in and then make direct recommendations 
to the Congress and let Congress do something about it. 

As far as getting costs on everything—you have lots of scientific 
research—take, for example, the Atomic Energy Commission. What 
private industry could have handled atomic energy, or any number 
of other things? 

Now, I am for free enterprise 100 percent, and I will go along 
putting the whole string out of business—take them clear out—but 
you can’t talk against the Government being in business when 75 
or 80 of the things they have on there have to stay in there; and we 
are not going to do anything about it just in generalities, bringing 
in reports, getting these things in here and getting all these books, 
because they are going to be stacked right back in the corner and we 
are going to be busy with something else and that is going to be the 
end of it. 

Mr. SHearrer. You think we should refine it a little; is that it? 

Mr. Pincuer, Absolutely. This committee should take that list 
and go right straight down it and take the things we know the Gov- 
ernment has no business being in, and then sit down and do some- 
thing about it, and go on the floor of the House to get it done or 
not to get it done, one of the two, and then we will have accomplished 
something. 

Mrs. Harpen. I should like to say to the gentleman that in the 
chairman’s statement, in the initial statement, we said that we felt 
that there were a great many 

Mr. Pincuer. Well, I am with you, Madam Chairman. 

Mrs. Harpen. Activities that the Government is engaged in—— 

Mr. Pincuer. I understand what you are trying to do. 

Mrs. Harpen. That perhaps are very justifiable; but we are 
trying to take a look at the overall picture, Mr. Pilcher, and then 
find some means of ae those unnecessary commercial type 
activities in which the Government is engaged and which we feel 
are in direct competition with private enterprise. 

Mr. Pitcuer. Well, that is easy if we 

Mrs. Harpen. Of course, that is a matter of opinion 

Mr. Pincuer. Yes. 

Mrs. HarpEen. Do you have any further questions, Mr. Pilcher? 

Mr. Pitcuer. No, ma’am. 

Mrs. Harpen. Do you have any further questions, Mr. Hillelson? 

Mr. Hiutietson. I have one. 

First of all, I would like to thank Mr. Sheaffer because I think hi 
has presented his answers very well, but I disagree partially with Mr. 
Pilcher, in that I don’t think we can just take these cases individually 
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and handle them. I think we are going to have to have an overall 
program; we are going to have to set up mechanics—in other words, 
put them in groups of tens, maybe, or one to a hundred, something 
like that, and then if the industry or the business would apply to one 
of these groups, then it goes out; or if it shouldn’t apply, then it stays 
in, and soon. In other words, we are going to have to set a pattern 
and then, after we get the pattern, as to what businesses should stay 
in, we will have to set the mechanics so we will know how it can be 
done, and it should then be able to be applied to any department or 


any function in our Government; but if we just try to start in on one 
business and then another, and then another, all we will have done is 
to, you might say, skim the top and we won't have accomplished 
anv thing 

Mrs. Harpen. I agree with you 

Mr. Hiiuetson. I think that is all I have. 

Mrs. Harpen. Are there any further questions? 

Mr. Sheaffer, the committee greatly appreciates your coming, and 
I congratulate you upon your very fine statement 

Mr. Suearrer. Thank you. You have been very kind. 

Mrs. Harpren. The next witness will be Mr. Edmond Mansure, 
Administrator of the General Services Administration. 

We are happy to have you with us, Mir. Mansure, as this committee 
has been very much interested in the General Services Administration 
and, as you know, the legislation leading up to Public Law 152 was 
handled by Mr. Holifield. This committee was then known as the 
Expenditures Committee; which is the Government Operations 
Committee. 

We believe that the General Services Administration role as a 
central service agency can do much to strengthen our Government 
and eliminate many of the commercial-type activities which have 
been developing 

We hope that you will be able to comment on some of these points 
which we have been discussing 

We are happy to have you with us, and you may proceed with your 
Statement 
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Mr. Mansurg. Thank you, Congresslady Harden. 

Madam Chairman and gentlemen, I have no prepared statement. 
I came here more with the idea of answering your questions. How- 
ever, in General Service, I might say I don’t think there are very many 
of the items we have been talking about that would apply directly 
to us 

I’ll give you just a little bit of the overall picture of our operation, 
and then from that I think you might care to ask me some specific 
questions. 

I believe that the biggest problem that you will want to know about 
in our operation is our building cleaning, which includes both the 
inside and the window part of the buildings. We have done that— 
that is, the Government has been doing that—mostly or practically 
entirely as a Government operation. However, we are working now 
on a pilot operation on bids to see whether outside contractors can do 
it for less money 
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To date, we haven’t gotten very far, frankly, in knowing whether 
we can make an improvement or not. Only 1 or 2 companies so far 
have approached us on the operation. One of them I have talked 
with personally. I was very much impressed with the sales talk, but 
I couldn’t pin him down to anything. So, I asked him to send me a 
letter, giving me a proposal, and I got one wonderful sales letter; and 
then I wrote back again and said that was not a proposal. I got 
another sales letter back, and finally we have a proposal. 

That proposal we are going into now, and we are going to see how 
it compares with our operation. However, I have found that most of 
these people would like to have a cost-plus contract, and we are not 
very much in favor of a cost-plus contract. We want to know exactly 
how much the operation is going to cost us. 

Now, to give you one specific example, one of these companies is 
now doing the United Nations Building in New York. Their operation 
there is much higher than any of our comparable operations—much 
higher. 

Possibly they can take, for example, the Pentagon Building, or an 
important building in New York, and cut our costs. We still haven't 
been able to ascertain whether that is possible or not. 

That, of course, would apply to window cleaning as well. 

If you have any questions you would like to ask regarding that 
operation—it’s pretty general so far 

(At this point Mr. Meader assumed the chair.) 

Mr. Meraper. Is that the only type of - 

Mr. Mansure. No; I have a couple others. I thought we would 
take them one at a time. 

Mr. Meaver. Mr. Brooks, do you have any questions on this 
window cleaning? 

Mr. Brooks. He apparently has no facts on it, by his own testi- 
mony, as yet. 

Mr. Mansure. That’s right 

We will probably have some pretty good information within a 
month. 

Mr. Brooks. It would be interesting to know what the facts are 
when you determine them, sir. 

Mr. Mansurs. Yes. To date, it is not very favorable 

Now, we have experience on our stevedore operation in stock- 
piling. We use commercial stevedores in our stockpiling program 
pretty generally. 

However, in our warehouse operation, which is our store for the 
various divisions, departments, and agencies of Government, we 
handle that all ourselves with Government personnel. 

Now, the answer to that is very obvious. In the stockpiling of 
critical material—that’s a large operation. It comes into the various 
ports and then it’s transported to large warehouses where you can 
carry on a contract operation. 

Within our stores, that is definitely and specifically a Government 
operation and we can see no practical way that you could use outside 
personnel within a Government operation. 

We have 12 what we call warehouses. They are actually mail- 
order stores around the United States at which we give service to all 
the different branches of the Government, where we purchase common- 
use items for them. That would include everything from a scrub 
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pail to a broom, to nuts and bolts and stationery supplies, and things 
of that type—common-use items 

Now, our next operation is repairs of furniture. 

Mr. Meaver. Before you leave the warehousing, Mr. Mansure, 
ean you give us the total number of square feet or cubic feet of GSA- 
operated warehouses? 

Mr. Mansure. No; I cannot because we’re in the course of quite 
an enlargement of our program now. As you know, GSA is going 
to take over the common-use-item purchases of the Defense Depart- 
ment—that is, generaliy an we are now doing quite a bit of that 
work for the Air Force 

Our sales this past year were running a little over $50 million; that 
is, the delivery of the use item out to the respective departments or 

grencies. 

On our present volume of business, that is, for the past 2 months, 
our volume will be well over $100 million this coming year. So, that 

100-percent increase in volume 

Now, our warehouses will run from 310,000 square feet to around 
600,000 square leet 

When I said I couldn’t give you the exact figure, our warehouse in 


Atlanta—our present warehouse—is approximately 320,000 square 
feet, and that is being increased by a new warehouse, which is now 
under construction, which will be approximately 600,000 square feet; 
ind the present warehouse will be our record-center warehouse. 
That’s where all the Government records will be stored—in the present 
Atlanta warehouse—from all over that region, and that will include 
the Southeastern States 

In Chicago we have just opened in the past year a new warehouse, 
and that operation is approximately 425,000 square feet. That’s a 


single-floor building in Chicago 

We have about the same in the Newark operation. That’s ap- 
proximately 400,000 square feet. That’s a multifloor building. 

Our warehouses run on an average of about 400,000 square feet, 
ind there are 12 of them. That would be the average, each individual 
warehouse runs from 310,000 to 600,000 square feet. 

Mr. Mraper. Now, inaddition to the 12 warehouses you operate—— 

Mr. Mansure. These are just 

[r. Mraper (continuing). Do you also contract for storage? 

Mr. aes RE. Yes 

These are just common-use items we sell to the Government, which 

e purchase for the Government 

Now, you don’t want to confuse the two programs. Our stock- 
piling program is a warehousing operation, too. That is controlled 
by the Munitions Board. It was Munitions Board, and now will 
be the ODM. Some of that is on a leased basis. 

Why don’t you just tell them the details, Mr. Elliott? 

Mr. Meaper. Would you give your name for the record? 

Mr. Exuiorr. Yes, sir. Maxwell Elliott, General Counsel of GSA. 

In our stockpiling program we have two types of warehousing 
operations. One are the warehouses on military reservations which 
are operated by Government personnel. 

I might say also that the Munitions Board has directed the location 
of the warehouses and they have chosen military warehouses on 
military reservations where they’ve had them. 
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The other type is where either we lease the space from commercial 
operators or we have built some warehouses of our own under our 
own GSA jurisdiction. 

In both those latter types the stevedoring is done by contract with 
commercial operators—that is, the GSA leased or owned warehouses. 

Mr. Mraper. Well, then, in your stockpiling program you do 
contract storage? 

Mr. Mansure. That is right, and stevedoring. 

Mr. Mraprer. Do you contract any of your storage space, or is 
it all in Government-owned space 

Mr. Mansure. No. 

Mr. Mrsprr. Where you have Government employees. 

Mr. Mansure. That is why we are interested, so interested, in 
having the support of the present lease-purchase legislation. We 
cannot get these warehouses for a longer period than a o-year lease 
In Washington it’s a 1-year lease, 

Now, what we would like to do, if this new legislation goes through, 
because there are really special-use buildings, is to pay those out on 
a rental basis within 15 or 20 or 25 years, the same as industry does, 
and then the Government will own the warehouse 

Most of our warehouses now are leased warehouses. They are 
built on that basis, hoping that the Government will continue to use 
the space when the lease expires, 

Our new warehouses are being built especially for our purpose, 
It’s a very efficient operation. They’re one-story buildings, with 
firewall breaks in between, with a floor conveying system going clear 
around the bins or the storage places. When an order comes in, 
these various bays or units—the order is filled and it travels right 
on around this conveying system and comes right out to the shipping 
location, ready for shipment. It comes in one side of the warehouse, 
continues around and goes out the other side. 

Mr. Meaper. Well, have you developed cost figures on your own 
operations so that you can compare them with the stockpiling storage 
that you contract now? 

Mr. Mansure. Yes, but they’re entirely different because our cost 
figures on our own operation would be just like a mail-order operation. 
I mean they’re small items. On the stockpiling operation—that’s 
very large, bulk storage. So, there would be no relationship whatso- 
ever between them. However, |] 

Mr. Mraper. Well, can you compare the stockpiling that is con- 
tracted out with the stockpiling that is done in military warehouses—— 

Mr. Mansurn. No 

Mr. Mraper. On a cost basis? 

Mr. Mansur. Because those are military personnel. It’s on the 
base of pay of whatever the person would be in the military, and there 
would be no comparison between the going wage scale of the military 
personnel and the union personnel. 

Mr. Mraper. Have you considered the possibility of contracting 
the operation of Government-owned warehouses? 

I happen to know that some of the military services—I believe the 
Ordnance Department and also the Navy—had contractors operating 
their warehouses. I am sure there is one near Toledo, Ohio, the Ross- 
ford Ordnance Depot, which was operated by a private business con- 
cern under contract with the Ordnance Department. 

Mr. Mansure. We have no operation of that kind. 
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Mr. Meaper. I understand—Mr. Ward telis me—the Commodity 
Credit Corporation storage is handled on a contract basis with com- 
mercial warehouses. 

Mr. Exuiorr. If I can interject, sir, that is more analogous to our 


stockpiling operation, where vou have large bulk storage which re- 
mains there and there is not much in-and-out movement It only 
moves in and out when you rotate some of the perishable items. As 


Mr. Mansure says, that is an entirely different operation from one 
which is, in effect, a mail-order house, where you are continually 


bringing small items in and sending them out on individual requisi- 
tions 
Mr. Mreaper. Mr. Brooks, do you have any questions on this 
9 


warehousing 

Mr. Brooks. No, sit 

I thought his testimony was interesting 

Mr. Mansure. We would certainly have no objection to exploring 
that phas » of it, though 

Mr. Brooks. And if you can find some comparal 
on stevedoring. we would be interested in comparative figures: but. 


. f 7 : tonal l hol] tea? 
as you say, if one of them is stock and bulk ite 


Mr. Mansure. That’s right 
Mr. Brooks. And another is handling mail order, small items, 


the re is no comparison thre re act rally as far as expense. 


7 
le work problems 


If you could find a comparative set of work problems, we would be 
interested in the figures because it might give us some basis on which 
to 

(The information requested is included in appendix, exhibit A, 
382 
Mr. Mansure. We'll try. 

Mr Brooks. Make final judgment on this thing 

Mr. MANsuURI We'll try to do that 

Now, our next 

Mr. Meaper. By the way, before you leave warehousing, do you 


have any cost figures for your operation, your retail operation, that 


9 
) 


{ 


you described, as compared with military costs fer warehousing, 


issuing of supplies? 


Mr. Mansure. Well, no, sir, because we don’t know what the 
military would be warel 

[ think that the military warehousing program, from what I have 
heard of it | know nothing about it firsthand would be entirely 
different. It would be most supplies, like uniforms, equipment, and 
things of that kind 

You see, our type—what I am speaking about now—of store item 
would be all types of office equipment and supplies, running from a 
typewriter ribbon to scratch pads Then we would oO over into 
types of plumbing fittings, which are needed by the various depart- 
ments or by our building operations. Then we’d have various kinds 
of nuts and bolts, and then we would go into storage of paints and 
varnishes, floor waxes, brooms, scrub pails. There is a great diversi- 
fication, but I would doubt if there would be a similarity of items that 
the Army would be storing to those that we would be storing. 

Mr. Meaper. At any rate, you don’t know their costs, I suppose. 

Mr. Mansure. I don’t know their costs. I don’t know their 
operations. I don’t even know what they are storing in their ware- 
houses. 


ywwvwsin 
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Mr. Meapver. Mr. Pilcher, did you have some questions you 
wanted to ask at this point? 

Mr. Piccuer. In other words, you are talking about private 
industry. Take Atlanta down there, with 620,000 square feet. 

Mr. Mansure. That will be the new one. 

Mr. Pitcuer. Well, even so, that is at Conley. 

Mr. Mansure. What? 

Mr. Pitcuer. That is at Conley. That is the Ordnance Depart- 
ment down below at Atlanta. 

Mr. Mansure. No, sir; this will be a GSA warehouse. 

Mr. Pitcner. Wheit is it located? 

Mr. Mansure. I was out there, but I don’t know where it is 

Mr. Pircuer. It is probably down there. 

Mr. Mansure. It is probably the same direction. 

Mr. Pitcuer. It is the same thing. There is not that much ware- 
house space in the city of Atlanta—— 

Mr. Mansurs. No. 

Mr. Pitcner. Vacant. 

Mr. Mansure. Well, there’s no warehouse space that would be 
even vaguely suitable to our operation because, you see, to operate 
efficiently in a stores operation as large as ours is now becoming, you 
have got to get out of the multifloor building entirely. 

Mr. Prucuer. In other words, that is one of the scarcest things in 
the country today—warehouse space. We used to have plenty of it, 
but there is very little storage space in the country now. 

Mr. Mansure. And this is really a misnomer. It is not actually 
warehousing. It’s really a jobbing business. It would be just like a 
jobber who would be supplying his customers, and our customers are 
the Government. We have got various departments and agencies to 
supply, although they call it warehousing because it is a warehouse. 

Mr. Pricner. I have been out there. 

Mr. Mansure. You know what it is like. 

Mr. Prucuer. I do. 

Mr. Mansure. One thing you have to have is a certain height ceil- 
ing, and then we have to have clearance for the sprinkler system, and 
so on. 

Now, there is something we have had comparative information on, 
and that is what we call our repairs to turniture, which would include 
all types of furniture desks and typewriters. 

In the cities where there is a general furniture industry, or upholstery 
industry, we let all of that business out. In Washington, where the 
facilities are not available, and where it’s a very large operation—that 
is, the repairing of desks, the repairing of chairs, the refinishing of 
them, taking the splinters off legs of chairs, and things of that type 
we do that ourselves, and we have a very low-cost operation because 
of the volume. Furthermore, some of that is done right in a large 
building at times, without having to move the item out, thus saving 
the transportation cost back and forth. 

Now, in typewriters—that’s a very hard thing to define because our 
typewriter repair costs are very, very variable. That will run all the 
way from probably $6.50 a machine to $30 a machine; and the reason 
for that variance is, first of all, in certain localities of the country the 
cost of typewriter repairs is much higher than in other localities. 
There is no definite amount of repair that you can talk about when 
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you're talking typewriter repair. Sometimes it amounts to the com- 
plete rebuilding of the machine; another time it’s just a new roller or 
cleaning up the keys, or putting on the new parts or things of that 
kind 

Now, in our typewriter repair we have found that our costs run 
approximate ely the saa except where we have a very large operation— 
again, as in the Washington area—where we can do it cheaper than 
outside contractors. In a city or a town where the operation is 
small we would not think of doing that typewriter repair work. It 
all goes out to public contract and we take bids on it, and we might 
have 3, 4, 10 different people repairing typewriters in our area, 
depending on the size of the town and the operation 

Are there any questions on that? 

Mr. Mraver. Mr. Brooks, do you care to ask any questions on 
furniture and typewriter repairs? 

Mr. Brooks. It might be interesting, since you have some infor- 
mation on that on a comparison basis, to show a comparison of the 
costs of repair of typewriters in the city of Washington. 

Mr. Mansure. We could do that 

Mr. Brooks. Some of the figures seem to reflect in generalities 
that all private industry is cheaper than some Government opera- 
tions and, of course, we would be against - at. but, o% the other 
hand, where the Government can do it more economically it seems 
wise to save a little money, and I would like to anv the fig rures on 
your typewriter repairs in the citv of Washington, coupled with 
some comparative firures in the small community areas where vou 
turn them over to private companies because it is not feasible for 
the Government to be in the operation 


Mr. Mansure. We can give you those figure 


Mr. Brooks. If you have those to submit, they would be interesting 
to the s ibecomn tte 

The requested information was furnished and is included in the 
appendix, exhibits B and C, pp. 383-384 

Mr. Mansure. I might savy as a general overall statement. of 
philosophy that anvthing, as far as GSA is concerned, that we can 
have done on the outside cheaper, we want to have it done because it 
is a heada -he to do it ours Ives and the reason we do it ourselves is 
either because we can’t get anybody else to do it or because we can do 
it chi wpe’ 

Any of these functions—we have so many varied functions right 
now to perform that if we can get out of doing something we want to 


ret out of 


Mr. Brooks. Anv time you can justify 

Mr. Mansure. Where industry can do it, or it can be done 
publicly 

Mr. Brooks. Any time you can justify letting out any work and 
save the Government money, you do that now? 

Mr. Mansvre. And as an overall policy, we would welcome any 
individual firm or group of firms that can come in and show us where 
they can make a saving on any operation we are doing now, and the 
door would be open. We would like that. 

Now, here is a problem. We have automobile operations- 

Mr. Brooks. That is a pretty good offer. I am going to look into 
that program myself. 
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Mr. Meaper. I have two questions. First, in submitting these 
cost figures to the committee, will you take into account the normal 
overhead costs of the private concerns? 

Mr. Mansure. Yes, we charge rent and everything. Of course, 
there is one advantage, and that would be the allocation of taxes, 
which I am very conscious of, but it is very hard to figure what the 
tax burden would be to Government compared to private industry 
because there are so many variables involved. That is one thing that 
is always passed up. There was a statement made a little while ago 
that, after all, it is private business that supports the Government so 
the Government should do everything possible to support private 
business. 

Mr. Mraprer. My other question, How many other agencies besides 
GSA, if you know, are doing their own furniture and typewriter 
repairs? 

Mr. Mansurg. Well, of course, that should be according to what 
Congress wants. That should be turned over to GSA, and that is 
one thing we are trying to police now, and we might have to ask for 
assistance from time to time. Some Government departments help 
out on it because it would be better to concentrate these things; not 
that we are trying to build up a program, but the most efficient opera- 
tion is the simplest operation, and the simplest operation is the elimi- 
nation of duplication in handling these things. 

I mean if GSA is going to have experts to handle these various 
matters, then those experts should do it and not have the various 
departments of the government competing with each other on these 
phases. 

Mr. Mraprer. Can you supply the committee with a list of the 
agencies which, at the present time, are handling their own furniture 
and typewriter repair work? 

Mr. Mansure. Yes; we can check on that. I wouldn’t say, off- 
hand, but we can check on it. I think, offhand, that 1s very effec- 
tively being turned over, though, because it is an operation they would 
like to get out of, so we are not going to have too much trouble on that 
line, it looks to me now. 

Our auto repair problem, that is definitely a problem. In Washing- 
ton, of course, as you know, GSA handles the automotive setup except 
for Defense. 

In Washington there is a greater amount of repair work done now 
by the Government. The reason for that, again, is volume, the number 
of cars involved and the amount of maintenance, and so forth. 
Generally around the country, though, that is all handled by private 
repair companies. 

Now, there will be, probably, some exceptions here, very few. I 
don’t know—do you know, Mr. Elliott, of any city that has set up 
their own shop, outside of Washington? 

Mr. Exuuiotr. Offhand, I don’t. Ray Ward—— 

Mr. Mansure. It would be the exception, though. 

Mr. Exuiort. Possibly Denver. 

Mr. Warp. Denver has a large shop. It is a part of Public Roads 
Administration. 

Mr. Mansure. That would be part of Public Roads, not GSA. 

Mr. Warp. It is encouraged by GSA and other agencies. It is a 
central shop. 
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Mr. Mansure. Now, the other problem we frankly don’t know the 
answer to, and that is Government architects and engineers versus 
private architects and engineers. That is very important to us because 
we have such a large amount of buildings. We have 5,441 buildings, 
and some of this work is highly specialized; some of it is very general. 
It is a question of whether a private firm of architects would want to 
bother with the little run-of-the-mill daily problems along with the 
construction of a big building. Everybody likes to have the construc- 
tion of a big building, but they don’t want to bother with the things 
that go along with it, the operation, maintenance, repair, and all 
those things. 

Of course, this department has been drastically reduced, I think 
the figure is from approximately 220 architectural engineers down to 
97, because of the phase of the building program. 

In some cases where we operate, a contract was called to my atten- 
tion the other day; the post office in Chicago is having an addition 


built. That is being handled entirely, and the bids are being pro- 
cessed, through a firm of private architects where they want to handle 
it there. That is something which many people do not understand. 


I had several letters come to me, clippings from the hewspapers, 
showing that the bids were by private architects; and they think 
that those are private bids; that means it is a private architectural 
firm receiving bids and not the Government; but that stirs up the 
people and they wonder, now, what is the Government doing not 
letting people bid on these jobs; and I didn’t understand that my- 
self, but that is what it means. When you see private plans, private 
architects, private bids, it goes through, and, of course, —_— who 
is interested directly would know the name of the firm of architects 
handling the construction. 

At this point Mrs. Harden resumed the Chair. 

Mr. Mansure. That is generally the only thing where there is 
any conflict. I do want to just call to your attention while I have 
the opportunity what has happened in this automobile pool thing. 
It has a direct bearing on this on account of the repair department 
that we have been discussing. That is the importance of the Jonas 
bill, which was the former Clarence Brown bill which was passed last 
year by the House. The accomplishment of the GSA motor pool in 
region 3, which is this region, has been the reduction of our own 
immediate use of cars from 36 to 8. 

Now, that is worthwhile, and we are very favorable toward this 
motor-pool legislation. That is H. R. 4457. 

I bring that up because it has a direct bearing, although it is not a 
definite part of our discussion. But the savings can be tremendous if 
it is properly operated and there is control over the use of automobiles 
and the pooling of the cars; also in some cases the two-way radio opera- 
tion by not having a car stay in the same place but using it back and 
forth like a taxi. 

I would like to have Mr. Elliott just make a statement on the com- 
parative cost study that we intend to make on commercial fleet 
operation. 

Mr. Exuiorr. We have been anticipating the possibility of this 
legislation for some time which would empower us to have govern- 
mentwide motor pools in the big cities, such as W ashington. I say 
we are anticipating it because this committee reported out the bill 


COMMERCIAL AND INDUSTRIAL ACTIVITIES IN GOVERNMENT 99 


favorably last year and the House passed it, and it is now under 
consideration by this committee. 

Mr. Mansure has directed there be instituted a comparative study 
of the cost of operation of Government-owned vehicles and Govern- 
ment drivers as against the commercial fleet operations used by 
many big businesses with a view to seeing, frankly, which is going 
to be better for the Government. That study is under way, I believe, 
at the present time. 

Mr. Mansure. Right. You know, that is gaining great momentum 
in private industry where they have been buying their own cars for 
salesmen or servicemen as against renting a car, in other words, having 
a local firm in the city which will supply a new automobile every year 
and maintain the car, replace tires, and pay for everything except the 
gas and oil used in the car, covering insurance and everything, com- 
plete servicing of the motor ve shicle. 

Some people have found a considerable saving by that type of 
operation, and, due to specialized limitations, some have found it is 
not very satisfactory; but we want to find out from the Government's 
standpoint if it has possibilities. It might not have possibilities in 
some areas or regions, but it may in others and, if so, we want to use 
it where it will hold water. 

That is all I have to say. If you have questions, I would like to 
answer them. I don’t want to bore you with a lot of detail that you 
are not interested in. 

Mrs. Harpen. What authority, if any, does GSA have to curtail 
numerous Federal-commercial activities of a supply nature? 

Mr. Mansure. Well, we have the authority from Congress. We 
are supposed to buy all of the common-use items. I do not want to 
be misunderstood, but to answer your question, we are having excel- 
lent cooperation from practically all the various departments of the 
Government. As I said before, we are doing most of it for the Aur 
Corps now, and we are gradually moving in on defense purchasing 
for the Navy; we have not yet for the Army; but this is such a large 
operation we are really not in position to take over all of it at one 
time. We have to move into it gradually so there is no loss of supply 
of these items. 

Eventually, I think it will be a real saving for the Government. to 
concentrate all these purchases. I don’t think it is taking anything 
away from these other departments except trouble, but if we concen- 
trate all the trouble in one operation we know better how to handle it 
than if we have 4 or 5 different departments trying to do it. 

Aside from that, it eliminates the competitive purchasing and 
eliminates giving the supplier the opportunity of moving the price up, 
when one department of the Government bids against another, which 
can happen very easily. If we come in for a very large supply of an 
item, well, we know we are going to have different Government 
agencies bidding on this; we will moye the price up a bit. When 
you have one Government agency doing the buying you eliminate 
that because they are the only buyer in the market; “and you can spread 
the purchases over a period of time instead of concentrating in one 
quarter. You can also judge the turnover of items, which is very 
important in an operation of this kind. 

The turnover now is not as large as it should be, but we are working 
that out. That is the number of times our stock moves during a year; 
that is what is meant by turnover. 
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Mrs. Harpen. What progress have you made in improving specifi- 

cations and testing procedures and tec hnique ? 

Mr. Mansure. We have a lot of progress to make on that, and we 
are working on that very hard now. The basis, first of all, we are 
going to review all of our specifications to see that there is no limitation 
on a particular type of item which will bar any legitimate supplier. 

Now, there has been some of that, not intentionally. To be 
specific, in one of our specifications that we are going over now there 

limitation on the gage of the metal in a furniture item. That 
meant that some manufacturers that made equally as good an item 
ould not supply it because it did not come up to the specification 
f the gage a that metal. Now, the strength had nothing to do with 
it at all: it was just one of those things that dropped in. 

The furniture manufacturer brought it to our attention, and we are 


ising the specifications immediately 

If we have a com] laint from an individual manufacturer we are 
giving full cognizance to that, but particularly to various manufac- 
turing associations, because if they make a complaint, they represent 


all the manufacturers in that locality 

We will do the same for all our specifications and a simplification of 
the purchase order system. We will also develop uniform terms—by 
that, I mean on our present setup if a bidder comes in according to 
the law and bids $100 less 2 percent on an item, 20 days, and someone 
else comes in and bids $105 less 10 percent, knowing very well that we 


will not be able to pay that invoice within the kind of terms, we have 
to give that order to the person bidding 105 less 10, and we will never 
ret a 10-percent discount 

We are going to have uniform terms. If there are uniform terms 
within industry we will accept their terms; if not, we will establish 
covernment terms and have all bids on the same basis. Thus we will 
actually get the lowest bidder instead of the lowest bidder according 
to law That is rong to be revised under our present plan. 

Mr. Mraper. For the record, what is your rate of turnover now? 

Mr. Mansure. It varies from about 2 to 3% per annum. We 
should have an average turnover of 3 or better, but that is partly due 
to the fact that we hay » taken over more buying for other arencies 
so we have actually been building up an inventory, which is now 
commencing to move 

At one of our warehouses we are running on a rate of four times a 
year turnover. We want to improve all of them, and, of course, as I 
say, with this expansion of operation there has been a period of several 
months where this inventory has been building up, and demands have 
been coming in on items, so that is why it varies so much. 

The lowest rate of turnover is 1.8 

Mr. Meraper. I assume that you do no manufacturing whatever? 

Mr. Mansure. No, I think the only thing we do—we are in the 
operation of lock boxes for the post office—isn’t it? 

Mr. Exuiorr. For the post office. 

Mr. Mansure. And that is to control the keys so they won’t get 
the same pattern on the outside. Those are lock boxes in the post 
office where you open them and take the mail out. The Post Office 
Department wants that protected from the standpoint of security or 
safety. 

That is the only operation where I know we even indirectly get into 
manutlacture, 
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There are some postal mail bags made by prison labor which we 
handle, but that is not a direct—it is a manufacturing operation but 
GSA doesn’t handle that directly; prison labor makes it. We handle 
the mail bag after it has been made. 

Mr. Meapvrr. Now, we have previously talked about paint manu- 
facturing and rope making by the Navy—— 

Mr. Mansure. We don’t do anything like that. 

Mr. Meaper. My question is, do you regard that as a common-use 
item which you may take over? 

Mr. Mansure. Oh, yes; paint, by all means. We buy a lot of 
paint now; we are not manufacturing it. We couldn’t possibly set 
up the manufacture of paint 

As a matter of fact, an interesting thing that vou might like to know 
about is floor wax. The ladies will understand the problem on this; 
the men probably won’t. It is a great problem because of marking 
and wearing off after it is put on, and the use of floor wax is the labor 
of doing it more than the actual cost of the wax. 

We had all kinds of complaints from various departments of the 
Government, our customers; and we got various manufacturers and 
put them in a room and told them to work out a floor wax that every- 
body could make, and that would answer all of the various require- 
ments of the customers; that is, the various departments of Govern- 
ment. 

We have come up with what we think is the finest floor wax on 
the market. That is something the Government doesn’t have any- 
thing to do with making, except we brought that about by insisting 
that the manufacturers get a formula that would answer these speci- 
fications and requirements which the various departments of Gov- 
ernment needed. Now we are using only the one kind of wax made 
by a number of different people. It is a vast improvement. 

Mr. Murapmur. If you take over the procurement and supply of 
rope and paint for the Navy, the Army, or the other military services, 
and your practice is not to manufacture yourself, would that mean 
that that would be a method of discontinuing some of these com- 
mercial activities or industrial activities of the military services? 

Mr. Mansurs. Of course, we have no jurisdiction over that. As 
far as GSA is concerned, we wouldn’t carry on the manufacture of 
it ourselves. 

Now, if they did that it would be beyond our jurisdiction, but 
GSA won’t manufacture. 

Mr. Mraprr. You said you really haven’t done much about 
supplying common-use items to the Navy but you have to the Air 
Force, and you haven’t started it with the Army. But it is a pro- 
gram you are getting into to procure and supply common-use items 
to the military services; isn’t that correct? 

Mr. Mansure. Right. 

Mr. Mrapur. Now, if paint and rope are common-use items and 
you eventually take over the procurement and supply of those items, 
and it is not your practice to manufacture them yourself, that might 
be a method of discontinuing the industrial activities on the part of 
the military services? 

Mr. Mansurn. The only way that GSA would come into that, 
we would have to buy from the lowest bidder for the quality and 
standard. “i 
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Mr. Exxurorr. I would think this: If in the course of the develop- 
ment of this program with the military the GSA would take over the 
buying of the type paint or rope manufactured by Defense we would 
then buy from commercial sources the type of rope or paint which 
they are now making; then, under your policy, it would seem to me, 
the manufacture would be discontinued and we would buy that from 
established enterprise. 

Mr. Mansure. That would be the way I would think it would be 
handled, and it is something we don’t know about or understand. 

Mr. Meaper. That is all 

Mr. Mansure. We would never make it ourselves, though, I assure 
you of that 

Mr. Meaper. By the way, you wouldn’t have anything to do with 
this problem I posed to Mr. Sheaffer about the ink the Government 
Printing Office manufactures? 

Mr. Mansure. No, but I was interested init. I find your question 
on specifications enli ehtening. I found out our stores were buying a 
1%-ounce bottle of ink, our standard size, I am informed, and were 
paying as much for a 1% size as a 2-ounce bottle would cost, and that 
is going to be stopped. No one had ever checked it; but we are 
going to go over all our standard specifications. 

Mr. Mraper. You heard what Mr. Sheaffer said about corrosive 
ink and the formula 

Mr. Mansure. Yes, | heard. What GSA is going to do is try to 
conform, unless there is some definite reason for not doing it, with 
industry requirements on specifications, packaging and labeling, and 
things of that kind, rather than to keep on having something special 
made for the Government. That is why we are paying more money 
for these special items. We need to adopt a standard size of scratch 
pad or a standard size of bottle of ink, or whatever it happens to be, 
rather than to have special specifications where they have to make 
it for the Government, which, if there is a reject, they have no market 
for it. That is why we have to pay higher prices for it 

If we buy this cup and it is not a standard size, if because of some 
fault it is rejected then there is no market for that item. 

Now, if we buy what is generally purchased and if we have to reject 
it they can move it someplace else 

Mr. Meaper. | might suggest if you put noncorrosive ink in the 
inkwells in the post offices it might step up the consumption of ink. 

Mr. Mansure. We will find out about that 

Mrs. Harpen. And if you could do something about the penpoints 
that would be helpful. 

Mr. Mansure. Well, I will tell you one thing, if the penpoints are 
too good people take them. That is the trouble in banks. The banks 
put good pens in, and before evening they have to put new pens in. 

Mrs. Harpen. Have you quit manufacturing your floor wax? 

Mr. Mansure. We never manufactured 

Mr. Exuriorr. Yes; I was told that that has been discontinued. 

Mr. Mansure. That is right. That was the reason for these 
meetings, that this floor wax—I am sorry—we were making it, and 
it didn’t come up to what we required. 

Mrs. Harpen. Do you have any questions, Mr. Brooks? 

Mr. Brooks. I have no questions, and I have to leave at 12 noon, 

I will leave now. 
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Mrs. Harpen. Mr. Pilcher, do you have any questions? 

Mr. Pitcuer. No. 

Mrs. Harpen. Mr. Ward? 

Mr. Warp. No. 

Mrs. HAarpen. I regret that I was called from the room and did not 
have an opportunity to hear all of your statement, but I certainly 
congratulate you on that part I did hear and I assure you I shall read 
the rest of it. 

The committee is very grateful for your coming over, and thank 
you very much. 

Mr. Mansure. We appreciated very much the opportunity to 
attend, and I assure you of our cooperation at all times. 

We will get you the information that has been asked for on the 
comparative values. (See p. 382.) 

Mrs. Harpen. Thank you, Mr. Elliott, for coming 

Off the record. 

(Discussion off the record 

Mrs. Harpen. The committee will recess until 2:30 this afternoon, 
and at that time we will hear from Mr. C. D. Hudson, Executive 
vice-president of the National Wooden Box Association 

(Whereupon, at 12 noon, the committee was recessed until 2:30 p.m., 
the same day.) 

AFTERNOON SESSION 


(The hearing reconvened at 3 p. m.) 

Present: Representatives Cecil M. Harden (chairman of subcom- 
mittee), George Meader, and J. L. Pilcher. 

Also present: Ray Ward, staff director, and Mrs. Jane E. Morgan, 
clerk. 

Mrs. Harpgen. The meeting will come to order, and we shall resume 
our hearings. 

The next witness is Mr. C. D. Hudson, executive vice president. of 
the National Wooden Box Association. 

Mr. Hudson, will you please take the oath? 

Do you solemnly swear or affirm that the testimony which you will 
give in this hearing will be the truth, the whole truth and nothing but 
the truth, so help you God? 

Mr. Hupson. I do. 


Mrs. HArpEN. You may proceed. 


TESTIMONY OF C. D. HUDSON, EXECUTIVE VICE PRESIDENT, 
NATIONAL WOODEN BOX ASSOCIATION 


Mr. Hupson. My name, as stated, is C. D. Hudson. I am ap- 
pearing as executive vice president of the National Wooden Box 
Association, which is comprised of approximately 275 manufacturers, 
who operate approximately 400 wooden box and shook plants through- 
out the United States. 

In preface, I would like to say that during the last 6 months we have 
observed in Washington a growing concern on the part of both military 
and civilian agencies in the subject of Government competition with 
our industry, and this concern has been, to a large extent, favorable 
to the idea of eliminating that portion of the competition which 
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would seem naturally to go to private industry—that portion of the 
volume now handled by Government plants. 

Ve have no tabulation of Government plants, but we estimate 
there are possibly more than 100 box plants, nearly all in military 
installations, of which, I believe, about 65 are operated in connection 
with Army installations 

Most of these started as small service or convenient units in con- 
nection with warehouses. They realized that frequently they needed 
a container or a dozen containers, or maybe a hundred, to meet an 
nergency requirement; and, so, a saw or two was installed, and a 
ittle lumber put in, and such installations have grown with the 
demand, and then gradually they have come to the point where they 
became definite factors in the wooden box and shook production of 
the Nation 

This involves maintaining large inventories of lumber, competent 

affs and, of course, competition in many instances with private 
industry for skilled help as well as for stocks of lumber. 

I shali cite just several specific instances to illustrate what I mean. 

In the city of Philade!phia, at cording to our information, there are 
four box plants operated by the military services—the Quartermaster, 
the Navy, the Marin Corps, and the Air Force These 4 plants 
lumber inventory of more than 2% million feet, 
according to rough estimates of those who have visited those plants. 
They employ together from a hundred to a hundred and twenty-five 


1 


aybe a hund and fifty people. 


a ired 

In the city of Philadelphia are at least eight commercially operated 
ants. Most of them were much larger in the days before fiberboard 
noved in and took a great deal of their business, but they are still 
competent and still maintain lumber inventories and they’re after 
business. They are today operating at less than 75 percent of their 
apacity, which is much better than, I might say, a year ago; but 
these plants are ready, eager to take on business, and while they have 
dwindled in size the Government plants have increased in size. 

In Norfolk, Va., there is a plant that has been there many years, 
which once employed 300 men in making wooden boxes and shook. 

Incidentally, for those who don’t understand this word ‘shook’’— 
and I find many don’t—a box shook is the component parts of a 
wooden box before assembly, cut to size, ready to assemble. 

In this plant at Norfolk they once enjoyed 

Mr. Mraprer. How do you spell that? 

Mr. Hupson. S-h-o-o-k 

fr. Prucuer. You didn’t know what shook was? 

Mr. Mraper. No. 

Mr. Hupson. You have box and barrel shook, and technically 
there’s such a thing as furniture shook. The complete wooden parts 
before assembly could be called furniture shook. 

Mr. Mraper. Does that mean shaken down, or what? 

Mr. Prucuer. Yes 

Mr. Hupson. If you go back far enough into the language, I pre- 
sume you might connect it with that term; but we don’t attempt to 
do that We just accept the word “‘shook.”’ 

Mr. Prrcner. You have hogshead shook. People buy those hogs- 
heads, and they can’t ship that big thing; so, they ship them in 
little panels and they put them together 


I 
I 
T 
I 
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Mr. Hupson. I mention shook because I want you to bear in 
mind some of these Government-owned plants—many of them—buy 
the lumber as such and make their own shook before assembly, before 
assembling the box: others, of course, will buy the shook fully made, 
ready for assembly. 


Now, we don’t attempt to mastermind each situation. We recog 
nize that the purchase of shook by some and the assembly at the desti 
nation is quite in line with commercial practice. In other words, 


our industry ships hundreds and hundreds of carloads of shook to 
private users who then nail up their own boxes 


The whole California fruit and vegetable industry is engaged in 
at, and many big industrial users of containers buy the box, s 


th i as vou 
might say, knocked down, but, as we say, in shook form, and tl! 
assemble it 

We have no particular criticism of military installations where they 


deem it expedient or wise to buy in shook form and then assembk 


although in the maim we have box planes 1 easy trucking distance 
within most of these installations where thev can assemble the box 
and can deliver it from day to day as required. That’s a common 


practice, particularly in metropolitan 

Now, going back to specific illustrations on this 

Mr. Mraper. | interrupted you 

Mr. Hupson. Yes 

Mr. MEaADER. You were telling abo the plant in Norfolk that 
had been enlarged. 

Mr. Hupson. Yes 

Well, I will go back to that 


Weil, the plant in Norfolk—the Navy plant there--has grown to 
the point where today the privately owned plant in Norfolk never 
hears one word from them. They get no business whatever and, yet, 
that plant, which once employed 300 men, now working about 150, 


maintains a big stock of lumber, competes with the Navy in_ the 
purchase of lumber supplies for making boxes, competes with the 
Navy for the available help when help, any extra help, is needed, 
but never gets a chance, according to the statement of the vice presi- 
dent of that plant, to even quote them on their requirement, 

Now, within 15 miles of where we are meeting today is one of the 
neatest little box plants you would want to see at Cameron, Va., 
employing over 50 people 


Now, I am not criticizing the people that operate that What 
they're doing is &@ Natural outgrowth of a policy that has sort of 
crept in—and maybe we’re as much at fault as anyone—but it illus- 


trates how this foes, W here you become involved “i ith this 

At Cameron they’re cutting up about a quarter of a million feet 
per D onth, as near as I can figure, of lumber 

| happen to have this report of the 40tI lumber auction held late 
May at Birmingham, and I find purchased for delivery at Cameron 
960,000 feet of sourthern pine, all of box grade, to be delivered by 
the end of July that is, in the months of June and July 

At Cameron they are engaged chiefly in making what is known as 
an overseas shipping container. That is a large container, into which 
you put household goods. That container, the one most generally 
used, contains about 250 feet of lumber and requires about 300 feet im 
order to manufacture it. They make and load out at Cameron, 
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because that also is a loading point, from 500 maybe to 800 of those 
containers a month. They also make some other containers, but we'll 
talk about this one container. 

Mr. Meaper. Whose operation is that? 

Mr. Hupson. That is the Quartermaster. 

Mr. Meaper. That is Government? 

Mr. Hupson. Yes. 

Mr. Meapver. You are talking about a Government facility? 

Mr. Hupson. I am talking about the Navy and Quartermaster. 

Yes; I am talking about a Government facility. 

Now, they have purchased these containers from private sources 
from time to time. 

It is a standard item, incidentally, which is used by transfer com- 
panies all over the east. 

They can take the phone and order 500 of them and have them here 
the day after tomorrow if they want to, and they’re acquainted with 
that fact. 

Now, it’s not an emergency matter. In other words, it’s a standard- 
ized specification, repeated over and over again, and quite generally 
used by both Government and business. 

The argument they put up is: If they don’t make those, what 
would they do with their crew, because they have a crew that is 
packing their household goods 

Well, of course, we realize once they increase the crew they must 
keep them busy; and if you cut down the crew, why, you are afraid 
you may need a bigger crew some day. There is the old problem. 

3ut we say there is a fine chance for them, with a standard item, to 
anticipate their requirements. If they will anticipate them 24 hours or 
48 hours, they can get them quickly. 

Now, the cost of that: This shows they are paying about $80 to $85 
for the lumber, according to this lumber-auction report. Roughly 
speaking 

Mr. Mraper. For the record, perhaps you had better say for how 
much 

Mr. Hupson. Oh, per thousand board feet. I beg your pardon 
per thousand board feet 

Roughly speaking, in our industry, we figure that any operation 
which can take lumber and produce box shook at twice the cost of 
the lumber—that’s absorbing all the waste, the labor and the over- 
head, and the whole thing—then that is quite an economical operation 
today. Formerly it was more or less a rule of the thumb for figuring 
box shook 

Let us say then they are putting in, let’s call it, $80 lumber—$80 per 
thousand. They are putting in 300 feet per box—300 feet of lumber 
per box. That is $24 per box for lumber. Doubling it, it would be 
48. 

I don’t think they would dispute that cost. 

So, you can say it is practically costing $50. 

I haven’t talked to them on the subject. I don’t want to be un- 
fair, but commercially that box sells, delivered at Cameron in shook 
form, completely nailed up as far as the panels are concerned, just 
ready for assembly there, I am told, around $36 to $38. In other 
words, there would be definitely a financial saving if they could 
place that business with the plants that are regularly engaged in 
producing that particular box. 
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Now, I might say that is in most instances. You might bring 
in a procurement that might go either way, or not quite as clear-cut 
as that; but we think that is fair; that illustrates the point that we 
make—and that is that a vast amount of the volume that is going 
through these Government plants now consists of the same type of 
business that’s going through commercial plants, commercially owned 
plants, and there is no obstacle, no manufacturing obstacle whatever, 
in having that business come from commercial plants, from a cost 
standpoint. 

We’re quite willing to say, “Unless private industry can save you 
money, make your own boxes.”’ 

We're quite willing to put it on that basis. We believe that money 
can be saved. 

The third obstacle that might stand in the way—and this, I think 
is the most important point of all that [ would have to make: Ther: 
appears to be a rather serious procurement obstacle in the purchase 
of day-to-day requirements for these military installations 

Now, a large requirement, such as the arsenals take for shell boxes, 
which is scheduled months in advance—that can be anticipated, and 
frequently many standard items can be anticipated; but the story wi 
get from these milits ary installations is that waldo nly they’re told t 
make a big shipment overseas of certain items which are now packed 
let’s say, in the domestic container. They want to overpack the 
wood. They need so many containers at once The mechanics of 
conforming to procurement procedure would mean they must adver- 
tise, get bids, examine the bids, compare, and after a few days let it, 
and then another week or two lapses before delivery 

We think a committee such as this might properly examine procure- 
ment procedure under which, let us Say, the day-by day requirements 
are purchased, requirements which may vary in size and, therefore, 
in dollar value from day to day, althou; oh basically th Vv come from 
the same source —in our instance, from lumber —and they’re processed 
by similar sources. 

Now, we find that some installations seem to have solved that 
problem. Others think it is insurmountable. 

Some installations can call on the phone, order, and get delivery, 
and they work very closely with suppliers they have known; and 
others say, ‘‘We can’t possibly do this because we'll be subject to 
criticism.” 

Now, the arsenals, which are contractor operated—and that includes 
most of the major loading plants now—follow a buying procedure 
which conforms to the contractor’s procedure. 

As an example, the National Gypsum Co. or the Silas Mason Co 
or Procter and Gamble Defense Corp. or Remington Rand—they 
receive bids from logical suppliers, competent suppliers, examine those 
and then take perhaps the 5 whose prices seem to be om most attractive 
in comparison with their facilities and their ability to perform, and 
then they take the 5, and they look over their sami ment, and they 
parcel it out. Perhaps 1 gets most of it, perhaps all 5 get some; 
but it’s placed with the idea of always having, if possible, first, 2 
sources of supply and, second, having them flow in there, having the 
flow assured in view of the facilities, and so forth. 

Now, the actual purchase, then, is more or less just made over the 
table. They have their bids and the commanding officer may examine 
it at any time. Anyone can check them. 
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3ut that’s the way they’re doing their buying, and they are able to 
build up, train, we might say, educate very competent ‘suppliers in 
that way, because it builds up sort of a continuity. 
Now, there’s no assurance of future business—none whatever 
ut the fact that buving procedure is carried on gives both buver and 


seller a little more opportunity. a little better chance to be educated 
to practices of the other and the ability of the other—that is, re- 

ng to the supplier in this cas to perform 
Now. I am not making a specific suggestion on this. but for dav-to- 
lav procurement of items which cannot be anticipated far in advance, 
and LCi LY 7 onsid ibly in ze from day to day, there cer- 
t hould be method worked out whereby that can be done 

; I it fy 

Now, we have just my a survey, which I find was under the 
d tr his paragraph, paragraph B, 
which vou quoted ti mo ne The Chief of Ordn ance, it seems 
one of the divisions in National Production Authority to report 
to him whether boxmaki facilities were available at six points 
where appropriations had been set up for expanding boxmaking 





or for building new facilities: and, so, we were asked to make 
thre ve and report, and have and this report is in the hands, 
now, | am told, of the Ch f Ordnance 

In making this surv we wanted to satisfy our own self that there 

S icitv; and, so, we went right through to 6 or 8 companies 
I ( r md asked ther to necify the number of employees 
out nd so forth 

And |] ther suspect—I’ve been told informally, and indirectly 
that non f ti se ] nts \ 1] be built he ise they find that 
CO ties { 

We appreciated very much the opportunity to make that survey 

d »oOnerate der this ins truction. which states that existing com- 
mercial and industrial facilities shall be surveved to determine the 
} ] heir continued operation, and so forth, of the military facil- 
+4 : . 

Ni out of this, then, we have made this acreement—and this with 
son ot tl militam anches: We have agreed that we will attempt 
to cooperat with them in setting up suggested cost systems, costing 
our own produ Ol 

Seco ve have agreed to prepare what we have called procurement 
| \ will luce iS MANvV As wante | 


ie Bureau of Navy Supplies and Accounts wants perhaps 75 or a 
hundred and, incidentally, they have given me assurance—just as 
plain as can be—they are a hundred percent going along with the pro- 
gram of eliminating their own production where cost is in favor and 
convenience is in favor of procuring from private facilities 

But this sales kit or purchase kit, let’s call it, will consist, first, of 
the basic information on wooden containers, styles and specifications; 
the Government specification applicable; the rather elementary in- 
structions on how to buy a ae when information is needed there 
because many of these purchasing agents are moved in overnight at 
points, and they need this basic information; and then, third, we’ve 
agreed to give them lists of suppliers, classified by areas, and also 
classified somewhat by type of production. 
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~— the matter of the costs: That’s a big problem and we realize 
we’re facing maybe Government procedure and possibly we’re working 
at conan that can’t be accomplished, but we’re prepared to have 
a committee of three competent cost men work with a similar group 
from the military and put in a good deal of time on cost matters, work- 
ing out a cost system for wooden-box production, you see, taking it 
right from existing plants and giving them the benefit of that expe- 
rience. 

Now, further than that, we think it would be fine if a committee, 
a joint committee, — 1 survey existing Government-owned plants 

We’re prepared to have three men from our industry, all of whom 
served in uniform as officers during World War II, in packaging and 
shipping, to serve with a joint committee to examine existing box 
plans owned by the military, and with the hope of making some 
recommendations there. 

We do not ask a death sentence on all of these box plants. We 
are not proposing that at all. We think the problem should be 
approached from the standpoint of considering each plant, and its 

rea, its requirements, its past requirements and its possible futuré 
requirements; and we say: Where money can be saved and where 
the Government’s convenience can be served, then we feel the volume 
should go to the private plant 

If the private plants fail in competing for this and producing, then 
our industry is at fault. 

In World War II, at the opening nearly every arsenal carried plans 
for complete box plants. I mean the blueprints for Kingsbury 
Arsenal at La Porte, Ind I saw them before they had turned ; 
shovel full. They had a magnificent box plant. Iowa Ordnance at 
surlington—all of these had box plants. 
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hey asked me if I would make a survey, for instance, for Kings- 
bury, to see if boxmaking facilities in that area were adequate so 
they wouldn’t have to build that plant. We made the survey and 
they didn’t build the plant. 
Thev assumed they would have to build a plant in connection with 
virtually every arsenal. They never once built a box plant becaus 
was unnecessary 


Our er and the lumber industry, in which we are close] 


affiliated, ve feel, has demonstrated it has the ingenuity and capaci 
and aggressiveness to meet any requirement: and if, in any instan 
there is a failure, we have always stood ready to say, “Our industt 


will put men in there and capital in there and meet any req 
any reasonable requirements,” and I believe so far we’ve always mad 
good on that. 

We are closely affiliated with the lumber industries. Many of our 


members, in some instances, are large lumber producers. 5o, with 
that connection, the raw materials, the capital and with what we con 
sider the ability to ¢g et | maximum value out of a piece of lumber, we 


feel that this job belongs with private asdviabee: and that we’re best 
equipped to do it. 

1 will be glad to answer questions. 

Mrs. Harpen. Mr. Meader, do you have any questions? 

Mr. Meaper. Yes; 1 do, Madam Chairman. 

Can you tell us the size of the boxmaking industry? 

Mr. Hupson. In dollar volume? 
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Mr. Meaper. Annual dollar volume, number of plants, number of 
employees, and so on 

Mr. Hupson. Well, I stated a while ago I believe our association 
represents maybe 400 plants. 

Now, frequently I’m asked whether our association—what extent 
it represents the whole industry. As near as we can tell, we seem to 
represent somewhere around 75 percent of the volume, although we 
would—in number of plants, the percentage would be quite different, 
because every city in the country has a small box shop, or a few small 
box shops, many of whom I have never heard of, although I have 
attempted to get that information. 

The Bureau of Census will state there’s something like a thousand 
to 1.200 manufacturers of wooden boxes. 

We find, however, that hundreds of them are little cabinet shops. 
In the census report, we'll say, they also produce boxes, you see. 

So, there’s that discrepancy. 

I think it’s fair to say there’s 400 to 500 commercial plants out 
after business, you see 

Now, in number of employees, I think you will find the Bureau of 
Census will state that we have 30,000 to 35,000 employees, and the 
dollar volume would probably be about a quarter of a billion, $250 
million, approximately, and the footage of lumber consumed would 
be around 4 billion feet of lumber. That’s about 10 percent of the 
lumber that is cut that foes into wooden boxes, of the type I am 
speaking of 

Now, there’s a big demand for shipping purposes. I am just talking 
about the product, a completed container 

Mr. Mraper. Now, has there been any noticeable trend in your 
industry, a shrinkage 

Mr. Hupson. Yes. 

Mr. Meraper. Or expansion? 

Mr. Hupson. Yes; there’s been a shrinkage. That is, this year’s 
volume in our industry ‘vill be about 10 percent under last year. 
Last year, 1952, was a fairly good year, but it was less than 1950. 

I rather suspect, in relation to other lines, we would be called a 
somewhat depressed industry 

In the first place, everybody is in search for certain types in shipping 
today A lighter, cheaper container will always win out, even if 
there’s just a chance it will perform over a heavier, more expensive 
one 

So, we not only face competition on fiberboard, which is, of course, 
as you know, a very aggressive industry, and with many sales points 
on their side, such as lightness and cheapness, but we face changing 
trends and warehousing and shipping to eliminate all possible expense; 
and we face competition from bags and paper products. 

You see much fruit moving, many items of fruit moving, in bags, 
and you'll see various new containers there which, in many instances, 
displaced our container 

On the west coast our agricultural business, which isn’t involved in 
this, decreased about 20 percent this year and last just because of 
other types of containers coming in. 

Mr. Mraper. Now, has any of this shrinkage been traceable in 
any provable way to the box operation 


Mr. Hupson. Yes. 
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Mr. Meaper. Of the Government agencies? 

Mr. Hupson. Yes. Yes, indeed. 

I would say—lI mentioned that Norfolk—TI presume Navy business 
was once 10 to 15 percent of the volume of that plant. In my 
survey, which I have made reference to, I mentioned the fact there’s 
a plant at Memphis that has been shut down for 2 vears, a box plant 
That is in connection with plywood and lumber operation. The 
sales manager of that plant, when I contacted him on this survey 
he said: ‘‘We wonder why we haven’t received a single call from the 
Memphis General Depot, Quartermaster Depot, for years. All during 
World War I,” he said, “either [ or my assistant stayed here every 
Saturday afternoon to get these calls for requirements so that Monday 
we could manufacture and deliver promptly, and we did a nice, big 
volume with the Memphis General Depot. We’ve had no business 
from them for several years, and today our shop is closed and has 
been closed for 2 vears.”’ 

Mr. Meaper. You said World War I, didn’t you? 

Mr. Hupson. Pardon me World War II. I should correct that 

Thank you. World War II. 

Now, in this instance he was talking about a depot that has an 
appropriation for a big box plant, and two men from the Memphis 
General Depot visited the box plant in the last 6 weeks trying to 
pick up ideas as to how to lay out a box plant, and wanted to see the 
equipment and how it operated, so they could install this equipment 
in the quartermaster depot 

Now, that would be true in the San Francisco Bay area, in Seattle. 

I can take you to a box plant in Seattle that has been there for 75 
years, believe it or not, in Seattle, and his business has dwindled and 
now he’s making daybeds, and everything except boxes, and, vet, 
they are faced with the fact that three Government-owned and oper- 
ated box plants have come into existence in the general Seattle area 
while he’s been going down. There's a third generation running the 
plant now; and not far away, MeNeill Island, the prison industry has 
put in a box plant there at MeNeill Prison and is making boxes for 
the arsenal out there, and competing with the other box plants of the 
area. 

I don’t want to confuse the issue, however. We are not criticizing 
the prison operation too much [It involves another element, which 
we wouldn’t want to introduce here; but it does burn up these men 
who are operating box plants to find they are not going to get an order 
because it’s roing, in this instance, to McNeill 

But in the instance of Seattle generally, they’ve been making more 
of their boxes in Government, in military establishments there, buying 
fewer from Seattle Box Co., to be specific, and the Tacoma Box Co 

In Portland we have a somewhat similar situation 

In the bay area of San Francisco we have a very acute situation 
I would say there are more boxes made in the bay area in Government- 
owned plants than in the private plants 

Mr. Meraper. I was going to ask if vou had any statistics as to thi 
rate of expansion of Government box plants 

Mr. Hupson. Yes. 

Mr. Meraper. Do you have that? 

Mr. Hupson. I am sorry; we don’t because the information—it 
really isn’t available. In fact, we very seldom have a chance to look 
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at one. We have seen some of them. They have called us in occa- 
sions ally to help them with their nailing machines, and if they call us 
we go right there, too. If they want any help, we have always tried 


to give it to them, in mechanical operations or an thing of that sort. 

Mr. Mraprer. You don’t know whether there is any central place 
where such figures could be obtained? 

Mr. Hupson. Yes; I think I could make a suggestion. The House 
Appropriations Committee had a subcommittee—not a subcommittee 
but, rather, a committee of consultants, I believe—for 60 days or 
90 days of business. Clem Johnston was on that. Perhaps you 
have met him. He is at Roanoke. He called me up one day, and 
I went to the Pentagon, and he had a list of Army-owned box plants 
on his desk, and the list was marked “Restricted”’ and I didn’t even 
ask to see it; but he told me on the phone the day before yesterday 
that he felt that information certainly would be available to any 
sommuttee certainly to you and I suggest it is available, and the 
of business, the cost of operating those plants, has been 
estimated, and I suspect if you ask for the figures of 5 years ago or 
10 vears ago, and then today’s, you would see quite a curve there. 

Mr. Johnston’s committee, incidentally, I believe, finished its work 
and they have gone home now, and their report is in the hands of 
the House Appropriations Committee, I believe. 

Mr. Maver. I think that is all the questions I have 

Mrs. Harpen. Do you have any questions, Mr. Pilcher? 

Mr. Pircuer. No. 

Mrs. Harpen. Mr. Ward 
Mr. Warp. Yes; please, \Mrs. Harden 
Do vou know to what extent those overseas packing cases are used 


amount 


for shipment ; overseas? 
Mr. Hupson. Just overseas? 
Mr. Warp. I mean, do they actually ship the household goods in 


») 


» 


them overseas 

Mr. Hupson. Oh, yes. 

Now, they call them an overseas packing case—the trade term is 
OS case—and, of course, they’re used also for domestic transfers 
and domestic shipment, but I would suspect they’re used more for 
overseas than domestic shipment, although I think the same case is 
used regardless when they’re moving an officer’s personal effects. 
They ship it in one of these cases. It is a reusable item, more or less. 
They are now redesigning it a little to make it a little more reusable, 
and which, of course, is the right thing to do 

Mr. Warp. The reason I mention that is that we will have a got $8 
in here in a day or two representing the furniture-packing people who 
claim, in a great many cases, furniture is put in these overseas cases 
and then it isn’t sent overseas but it is sent to some depot, maybe some 
other place in the United States, and never used for an overseas ship- 
ment at all, in which case the $36 or $38 is an excessive cost for the 
purpose it is used for. 

Mr. Hupson. Well, if it is going to be reused, I don’t know as I 
would criticize the cost. It is reusable definitely. It is strong enough 
to be reused. 

Now, the Navy, Bureau of Supplies and Accounts uses a collapsible 
plywood case for similar purpose. That costs around $165. That’s 
what they’re paying for it. It’s quite a case, of course. It holds a big 
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quantity, and it is collapsed and bound up and reshipped and returned 
It can be used a half dozen times quite readily, and I think that case 
probably goes 85 or 90 percent overseas. 

In this other instance, I’m not sure they always know where these 
things are going and, therefore, I believe they just have the one case 
they use out here; and they have their pac kers, experienced packers, 
and it’s there, there’s a standard way of packing them and they just 
move right out 

Mr. Warp. Has your industry ever tried to get the Government 
agencies to make what you call an open-end contract that they could 
order against, as the needs come up? 

Mr. Hupson. Yes. 

Well, General Services does have such a contract, and I rather 
think it has merit; but I don’t believe it’s been used elsewhere. I’m 
not sure it’s been used by the military. Letterkenny Arsenal may 
have used it. 

The General Services will give you a list of all the boxes purchased 
in the previous years, and the sizes, the number and size, you see, and 
then you bid on each size; and your bid on a given size may reflect 


the anticipated ee you see, to a certain extent, having used, say, 
1,000 of this size, or 10,000, the previous veal Then a bidder will 

“We'll probab i use about that quantity.’’ So, he puts a price 
n. Then the purchase is made, you see, open end, for 6 months 


There may be a maximum in the whole thing, but the buyer is under 
no obligation to buy 10,000 of this or 100 of that; and they just report 
what they bought last year, and you bid with your eyes open then as 
to what was purchased last ye: ir 

Now, that type of contract is satisfactory, I think, particularly if 
there’s not too great a variety of sizes; and, yet, that’s all right because 
many box shops are equipped for that 

Now, one other condition goes into that. Su ppose a size comes up 
that wasn’t purchased the previous year. The n that is related to the 
nearest size on a proportionate basis. you see, so that the Government 
s protected there. 

Mr. Warp. That is all the questions I have 

Mrs. Harpen. Mr. Hudson 

Mr. Hupson. Yes. 

Mrs. Harpen (continuing). Could you provide the committee with 
a report of this survey of wooden-box- and shook-manufacturing 
facilities in relation to requirements of military installations? 

Mr. Hupson. How many copies would you want? 

Mrs. Harpen. We would be glad to have one. 

Mr. Hupson. Oh, yes. You may keep that, and I do happen to 
have several more right here, if you would 

Mrs. Harpen. All right; perhaps the members of the subcommittee 
would like to have a copy. 

Mr. Pitcner. I would like to have one. 

(The survey referred to follows:) 


SuRVEY oF WoopEN-Box- AND SHOOK-MANUFACTURING FACILITIES IN RELATION 
TO REQUIREMENTS OF MILITARY INSTALLATIONS 


This report is divided into three parts as follows: 
Part 1: Privately owned and operated wooden-box-manufacturing facilities 
contiguous to the following military installations: 
Belle Mead General Depot, Somerville, N. J. 
Letterkenny Ordnance Depot, Chambersburg, Pa. 
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Present number of employees 974 
Maximum employed in past ; 1 313 








31 
Average daily output (board feet 978 OOO 
(a) Setup boxes _. 126. OVA 
(6b) Shook ( wo 
Other items SS OU 
Percentage of capacity currently used 8. 56 
Current unused daily capacity (board feet 1’ 3 
‘Jant equipment includes: 
Cut-otf saws = : 10 
tip saws 61 
Nailing machines 117 
Current lumber inventory (board feet 11. 850. 000 
Total investment in plant and inventory 43 910. OOO 
° 
Atlanta General Depot, Atlanta, Ga., may draw box and shook suppli 
only from the State of Georgia but from numerous plants operating to t 
in Alabama, and from South Carolina, North Carolina, and Virginia We ‘ 
the following plants as being representative of those from which the A ta 
: General Depot may normally draw suppl 
Chattanooga Box & Lumber Co., Chattanooga, Tent 
Hightower Box & Tank Co Post Off Bo 1449, Bir ngham Ala 
Trammell Hardwood Flooring Co., In« LaGrange, Ga 
Newman Construction Co., LaGrange, Ga 
Richland Box Co., Richland, Ga 
MeNeill, Lauff & MeNeill, th , Lhomson, Ga 
Woodstock Manufacturing Co., Inc., 4301 Dorchester Ave , Stark area 
Base, Charleston, S. ¢ 
The survey reports covering operations of the above seven fi! represt g 
a@ cross section of Southeastern box plant ield tl following totals 
Present number of employer 7 
Maximum employed in past 1,771 
Average daily output (board feet 354. 500 
a) Setup boxes 992. 500 
PNnOoOK S4. OOO 
Other items 6S, OOO 
Percentage of capacity currently used s 2 
Current unused daily capacity (board feet 98, OS2 
Plant equipment includes , 
Cut-off saws 61 
Rip saws C 
Nailing machines ) 
Current lumber inventory (board feet 14, 605, 000 
Total investment in plant and inventor $2, 209, 955. 87 
. Granite City Engineering Depot, Granite City, Ill ay draw woode! xx and 
shook supplies either from Northern or Southern States to s ippieme! 
capacity as is available in nearby Missouri and ithern Illinoi ly 
of St. Louis, within a few minutes trucking distance of Granite City, are } 
which formerly engaged in the production of wooden boxes but which now ha 
converted to other wooden products. One fully equipped plant remains in pr 
duction of wooden boxes in St. Lou Representative of the produ 


available to Granite City are the following pla 


Chicago Mill & Lumber Co., 33 South Clark Street, Chicago 3, Ill. 
Rathborne, Hair & Ridgway Box Co., 1440 West 21st Place, Chicago, Ill. 
tiverside Box Co., Bloomington, Ill 
Shillington Box & Lumber Co., 200 Chouteau Avenue, St. Louis 2 lo 
R. B. Wood Products Co., Springfield, M 

Three of the above named firms have pla: n other areas and o engage ey 
tensively in the produetion of shipping containers of severa fferent type 


including nailed wooden boxes 
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The combined reports of the five firms, covering wooden box production and 


Present number of emploves 539 
May im emploved D 890 
rs i t (boar 178, 000 


tea aia 103, 500 
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- ) 
< 72, 500 
Othe 2, 000 
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P l ) l 1 

( t_off LW 12 


Pi : 41 

Na f aching 102 
‘urrent lumber inventory voard feet : 8, 769, 048 
tal investment in plant and inventory . $2, 347, 901 








Memphis General Depot, Memphis, Tenn., is located in an important lumber 
produ center. Two wood box plants are now in operation in Memphis, 
and t hers have temporarily discontinued the manufacture of boxes due to 
ack of | I , however, they have continued the production of lumber or lum- 
ber product Favorable freight rates exist with respect to the considerable 
box } prod ( in Arkansas and other Southern State 

Disregarding more tant plants, we present survey figures covering three 
i : facturing estal hment n™M nl and one at Gideon, Mo., which i 

r 1 Nie D is follow 
And | Co., post offi x 28, Memp 1, Ter 
( in & Dewe DeT po office box, 174, Me phis 1, Tenn 


| y ' ea four firms prod e t} following 

tota 
P ; : 

NI my ) } I 4) 

Average da tput i fe : 165, 000 

Setut s (hoard { f 105, 000 

ard fee 60, 000 

Per ’ ’ t { 62. 21 

( rrent ( 4 upacityv (I ird feet : 100, 236 
Pla 

C T saws 32 


Nailing machines 62 
ea 1. 994, 000 
1, 350, 000 


i ] 
Approximate total investment in plant and inventory $ 


Utah General Depot, Ogden, Utah, is in an area served by several well- 
equipped wooden box plants, some of which also produce millwork. At the same 
: : 





ne, shook supplies may be shipped in at favorable freight rates from more than 
75 different shook producers operating in Idaho, Washington, Oregon, and 





‘ consolidated the production and facilities information on nine differ- 
ent firms as a representative cross-section of the industry’s ability to serve Utah 
General Depot lhe nine firms include some operating in the immediate vicinity 


of the depot and others at more distant points, as indicated Following are the 


Ace Box Co., 2950 Arkins Court, Denver 5, Colo.; 

Brewer Pine Box Co., post office box 1715, Spokane 7, Wash. 

Carlton Wood Products Co., Pavette, Idaho. 

H. M. Draper & Sons Planing Mill, 1930 Fortune Road, Salt Lake City, Utah 
La iata Box Co., box 637, Durango, Colo 

KE. C. Olsen C box 829, Ogden, Utah 








| 
{ 


ee 
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Pein Box Co., Oregon, Ltd., 1002 Southeast Ninth Avenue, Portland 14, Oreg 
Read Fixture & Showease Co., 3725 South Redwood Road, Salt Lake City, Utah 
Stockton Box Co., box 1731, Stockton, Calif. 


Reports as submitted by the above nine firms covering their wooden box and 
shook facilities and inventory yield the following totals: 


Present number of employees ; . ‘ ; 1, 009 
Maximum employed in past - 1,418 
Average daily output (board feet) ___.__-_-- . ; — 531, 500 
(a) Setup boxes. .------ : os 94, 500 
b) Shook aca Suey ae ae % : ; oe 357, 000 


c) Other items atl mere : ; 80, 000 


Percentage of capacity currently used 54. 79 
Current unused daily capacity (board feet) = 138. 617 
Plant equipment includes: 
Cut-off saws - - ; ‘ ; 51 
Rip saws a 58 
Nailing machines cre nae ; 64 


Present lumber inventory (board feet 


sich ance ae casey Se ae 
Approximate total investment in plant and inventory 


“i $6, 515, 000 
PART 2 


The request for information relative to box manufacturing facilities available 
to serve the six military establishments, as covered in part 1 of this report, intro- 
duces a subject which has given the wooden box and shook industry considerable 
concern during the past 10 to 15 years , 

It is generally known that this industry has faced for more than 25 years 
drastic inroads into its markets bv substitutes, notably corrugated and solid 
fiberboard. This loss of business has required constant efforts on the part of the 
members of our industry to open new markets and develop new products. Since 
a major portion of military supplies and other materiel must be shipped, ware- 
housed, and delivered to destinations under maximum hazards, nailed wooden 
boxes and crates are recognized as essential to the safe delivery of many items of 


ammunition, supplies and equipment 
mental needs has been a major contribution to the stability of the wooden box 


and shook industry, but this important segment of business is being eroded by 


This demand for nailed type shipping containers for military or other govern- 


continuous expansion of government-owned facilities for convert mber 
I 


ng lum 
into shipping containers. Our information on this is somewhat fragmentary 
as there appears to be no available report covering either lumber inventories as 
maintained by the Government for the production of wooden boxes or the pro- 
ductive capacity of Government-owned facilities, and therefore we can onl) 
present examples illustrative of encroachment on our industry by Government 
production. 

We have been informed that the Marine Corps plans installation of a fully 
equipped box plant at New Albany, Ga. Weare further informed that a consider- 
able inventory of lumber now exists at New Albany for the production of wooden 
boxes 

While we can understand why the Marine Corps might wish to have facilities 
to produce special crates, or possibly certain types of shipping containers for 
emergency need, we question whether the Marine Corps has any difficulty in 
securing wooden boxes made to order and delivered promptly to any one of its 
numerous depots throughout the United States 

Inquiry concerning privately owned facilities available to serve the Memphis 
General Depot produced information to the effect that one of the currently shut- 
down box plants in Memphis throughout World War II maintained personnel in 
its office on Saturdays until 5 p. m. to receive box orders from the Memphis 
depot so as to assure delivery early the following week. These orders from the 
depot were appreciated and were handled expeditiously but they were terminated 
several years ago. This firm maintains a large lumber inventory for purposes 
other than the manufacture of boxes and, if orders were available, the box plant 
could be put into operation immediately. 

One of the plants included in our survey of possible suppliers for Letterkenny 
is located at Norfolk, Va. This plant once employed approximately 300 men. 
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now ppe rating at about 50 percent of its capacity. It regularly maintains 
* for any conceivable requirement 
that the boxmaking facilities at the Norfolk Naval Base have 
used and that currently no boxes are being purchased by the 
Norfolk area At one time naval requirements 
the Norfolk plant 

ble to verify that two other Gov- 

me woo Le n boxe 5. 
n-| manufacturing 
Depot, Riel nond, Va 
to present information 


( 
j 


1es ané 


tment 


empl 
oximate 500,000 f 
Leag ¢ I lar me Phila le lp} 
18 nailing machines; about 30 men employ 
500,000 feet of lumber inventory. 
Dey 00 Robbins Avenue, NE., Philadelphia.—Equipment 
‘ d né n machines about 151 nen employed and about 
ry 
ood to have a small box department in connection 
lwork 


owned and operated wooden-box plants in Philadelphia are 


+} re 


i icing at no more ian 65 percent of cs 
the Air Materiel Command has invested rather heavily ir 
juipment for vs installations For instance, under date of 
Department of Commerce report of Gove — awards carried 
f the purchase of six nailing macl _ by the Air Materiel Con 
Ohio, from the Morgan Machine Co. of Rochester, N. Y. The 
ue of the purchase was $126,000 
; thie report we have submitted data concerning the availability of 
produced wooden boxes and shook for the Utah General Depot 
this depot now employs more than 50 in the production of nailed 
nd maintains an inventory of possibly more than 1 million 
Field Airbase, and the naval supply depot, both located at 
have boxmaki i 
f Spokane, Wash., are 3 box-manufacturing plants, each amply 
Their total daily capacity excee - 100.000 feet Despite 
val supply depot at Volex, Wash., about 2 miles east 
is operating a box plant, incluc dine 3 nailing machines 
and Tacoma are boxmaking plants at three military 
‘ AtION foll ° 
Seattle N: aval Depot, Seattle, Wash 
iburn General Depot, Auburn, Wash 
nt Rainier Ordnance Depot, Fort Lewis, Was 
our manufacturers in Spokane recently reported that in seeking to 
supply the Mount Rainier Ordnance Depot he found himself in competition with 
a Governmnent-owned wooden-box plant operating within the walls of the United 
States Penitentiary, McNeil Island, Washington. We were informed at the 
Office of Prison Industries, Inc., First Street and Independence Avenue, Washing- 
D. C., that a box plant had been installed at the penitentiary primarily to 
| A nina t Rs 1Inier Ordr ance Depot The l Del States Departn ent of 
synopsis of contract award information of March 16, 1953, reported 
that it Rainier Ordnance Depot had purchased two box lidders from the 
Food achinery & Chemical Corp., at a cost of $25,580. This would indicate 
that Mount Rainier is using a considerable volume of boxes 
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We are informed that Government-owned box plants are now in operation at 
the following military installations in the San Francisco Bay area: 
Oakland Naval Supply Depot , 
Marine Corps, Islais Creek Headquarters 
Stockton Naval Supply Center; 
Benicia Arsenal. 

We have no information as to the volume produced by the above four plants 
but we understand their combined lumber inventories would be considered ad 
quate for the largest shook operation on the west coast. Reports from 60 woode1 
box and shook manufacturers operating in Oregon, California, and adjacent States 

dicated that shipments during January 1953 were 34 percent under shipments 
of the same plants in January 1952 


PART 3 


The production of wooden boxes and shook is primarily a custom business 

The product is usually sold before it is manufactured. The members of 
industry fully understand the manufacture of boxes to precision and in accor 
with specifications. Furthermore, they are quite generally acquainted 
Federal and military specifications Many of our plants are equipped to giv 
emergency service, including small lots as well as larger runs. 

\{ppended to this report is a list of representative box and shook manufacturers 
classified by areas, covering the United States. This list represents possibly 
more than 80 percent of the commercial production of the Natio Some of these 
manufacturers have been included in the survey as summarized in part 1 of this 
report 

We have not attempted to secure data covering the facilities of all individual 
plants, but for the purpose of indicating the possibilities of procurement in the 
various areas we have secured and compiled current information covering 16 
different firms in Southeastern States and 28 firms in New England States. The 
names of these firms are included in the appended area lists 

The combined reports for the 16 firms in Maryland, Virginia, North Carolina, 
South Carolina, and Georgia are as follows 


Present number of employees 2 939 
Maximum emploved in past 2, 862 
‘ 


L\verage daily output board feet 100 


setup boxes 
SHOOK 


Other items 


Percentage of capacity currently used 
Current unused daily capacity (board feet 
Plant equipment includes: 

“tof 


\pproximate total investment in plant a nventory 290, 900 


New England 


The individual reports of 28 firms operating in 
following combined figures: 


Present number of employees 1, 963 
Maximum employed in past 2, 425 
Average daily output (board feet 612, 000 
(a) Setup boxes 170, 000 
(b) Shook 403, OOO 
(c) Other items 39, 000 


Percentage of capacity currently used 
Current unused daily capacity (board feet) 
Plant equipment includes: 
Cutoff units- 
Linderman machines 
Nailers- - - - - ; ba 
Present lumber inventory (board feet) ; 100, 597, 000 
Approximate total investment in plant and inventory $10, 525, 000 


35810—53—pt. 1——-9 
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Rep ri similar to l at Ve Lig pe prepared rels l > Lf wooden-box manu- 
irers operating in as entral States, ntral area and Central Southern 


of the Rock . operating particular] 1 the Stat f Idaho, Oregon 
1 


: 
hington, and California, are wooden-b and sl! ; ul utilizing annually 
o 1 500.000.000 feet of lumt n meeting requit ents for containers and 

shipping purposes. These plants during the first 2 months of 1953 experi- 
a drop of 28.05 recent in volume under tl similar 2 months of 1952 


to report 


January an brug of 1952 tl ' firms reported shipments totaling 
86.864.000 board t. hile during the first 2 mont of Ds 1eir shipments 
am 

nor total 
capacity as indi- 
bility on oe 


r Federa 


Box ASSOCIATION. 


Mrs. Harp: I have 
Mr Ht DSON Y es 
Mrs. Harpen. What e eroest have for im- 
ine the current 
Hupson Well, in supy { tr our position that ’re ready to 
he Government mon id in order t prove whether or not 
we do think thes: x plants should put in cost systems 


ystems, W hich 


vou ean determine, then, 


or for the interests of 


cost ems hor { be inti luced in these plants, and 


ling Lo coor 


Second. W ¢ feel ths the procturemen D n \ | be Sg Seat So 


that you can buy i. small lots and una 1 line with 
Pee nent authorized proced : 

Further than that, I don’t know as a al We don’t see 
any scineal stacles at al! f the desire is there the place for business 
where the Government may save money, and where you can support 


taxpaying box plants versus nontaxpaving, hy , we feel the results 


will work out all right. 

We are ready to assume th livation of cooperating with any 
committee or any group al », furthern ., assume the obligation 
of delivering the boxes mean assuring ha ‘oduction will be there. 

Mr. Mraper. Might I ask a question at that point? 

Mrs. Harprn. Yes, Mr. Meader. 

Mr. Mraper. In the cost ac counting of these Government facilities, 
can you suggest any figure for the item of taxes? Is there any way we 
can arrive at how much a differential : 

Mr Ht DSON. Yes 

Mr. Mraper. There should be on account of the private facility 
paying taxes and the Government facility not paying taxes? . 

Mr. Hupson. If we set up—and we have just set up in our com- 
mittee a cost committee having this thing in mind, and that com- 
mittee will have available very good accountants. We could easily 
survey a dozen, 15 or 20, you know, representative plants and find 
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immediately the percentage, you know, just take it right from their 
statements, and they give you a percentage on that 
Yes; that could be determined right readily, but I don’t have it 
now. I wouldn’t want to guess at it; but, of course, our people are 
very conscious of the fact we’re competing with tax-free plants 
when they’re up against the Government plant, and they’re also 
conscious of the fact if they do make any money on Government 
business they pay at least 50 percent back to the Government in taxes 
on the profit. 
Mr. Mraper. Taxes, renegotiation 
Mr. Hupson. In some instances, but renegotiation is not partic- 
ularly any burden right now. It hasn’t been recently. 
Mr. Meaper. I wonder if I might continue for a minute, Mr. 
Hudson. When you supply that estimate of the tax 
Mr. Hupson. Yes. 
Mr. Meaper. Item of cost, could you also put down a breakdown 
of the other costs which you think 
Mr. Hupson. Yes. 
Mr. Meaper. Should go into it. 
Mr. Hupson. Yes. 
Mr. Pitcher. And put in the msurance. The insurance w 
amount to more than the State and county taxes. 
Mr. Hupson. Yes. 
Mr. Pr.cuer. That is usually very heavy on that type of operation. 
Mr. Hupson. Workmen’s insurance, and so forth. 
Mr. Piucuer. Not only that, but firé insurance. 
Mr. Hupson. Oh, ves; sure. 
Mr. Pii.cuer. Fire insurance is one of your big items on tha 
Mr. Hupson. Yes, sir. 
Well, we'll be glad to give you a breakdown. It’s available, and 
I can have accountants consolidate the reports of several plants, ev 
by areas if you wish, so that we can get the percentages. 
Mr. Meaper. Well, that would be helpful. 
The information requested follows: 
NATIONAL WoopEN Box Association 
Washington 6, D. C., July 1? 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE, 
Old House Office Building, Washington D.C 
GENTLEMEN: In response to your re n I 
appeared before your committee June 10, we submit the following data as t 
from individual firm reports for the vear 1952, covering 
and workmen’s compensation insurance as paid by 13 representative m 





i! 1a 
turers of wooden boxes, all of whom are loca l ( ( ur from liitary 
installations where Government-owned box plants are operated 
Total f. o. b. mill realization, 1952 sale $10, 927, 238. 2 
Federal taxes 225, 743. 68 
State and local taxes 82 224. 16 
Wages paid > O10. 2 69 
Workmen's compensation insuran 53, 005 
Federal taxes in relation to f. o. b. plant realization (percent 2 4 
State and local taxes (percent 72 
Workmen’s compensation insurance (percent {85 

Total taxes and workmen’s compensation insuran percent) 3. 30 


The 13 firms represented in the above totals are located in the following cities 


Oxford, Mass., Baltimore, Md., Cleveland, Ohio, Emporia, Va., T! 


nom I Cra 
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Detroit, Mich., Lor Island ¢ N. ¥ Rochester, N. Y., Milwaukee, Wis., 
Menomine Mic! Dx r, ¢ »., Dallas, Tex., and Spokane, Wash. 

We call attention to the fact it the percentage of sales value paid in Federa 
tax 3p bly lower than w found in numerous other industry classifica- 
tio! Our lustry is not, at pr nt, in a highly profitable position One firm 
ontributing figur to the ab report paid no Federal taxes in 1952, indicating 
al Ss po Oo! peveral othe paid te modest ims ndicating little better 
than a break n pos tuation further emphasizes the inequity 
resulti from the operatio Gover nt “d vx-f1 box plants in com- 
petitior h an industry hi 1t at present in a higt profitable position, 
and wi hin genera produ it less than ¢9 percent of its one-shilt capacity 

Ver | 


C. D. Hupson 


Mr. Hupson. I think it would be very good, and we would be 
glad to give it to the Army accountants 

I should Say this: That Mr. Johnston called in several from the 
Department of the Army at the Pentagon one day, and I want to be 
fair to those gentlemen. They were open-minded on this and, in 
fact, very cooperative in their attitude on the matter of studying costs, 
and they agreed if we would set up a one-day conference here with the 
{rmy to go over these items, such as we have discussed, that they 
would have representatives present from accounting and the various 
divisions, and that we would go to it for a day and see what could be 
accomplished; but, you see, that meeting, such a meeting as that, 
can only talk and we can develop things, but back of it all we need to 
have the procurement procedure analyzed at a higher level than the 


man who is doing the buying. He is helpless He feels he’s helpless, 
and we need to have a policy that is stated a little more clearly than 


is stated in this paragraph B also 

Mr. Meapgr. Can you shed any light on how these practices 
develop? 

How does the Government happen to get into these businesses? 

Mavbe we ought LO 

Mr. Hupson. Yes 

Mr. Mrapt R Kn w somethu go about how it starts 

Mr Hi DSON \ ~ 

\MIr. Meraprer. And maybe we can stop it before it starts. 

Mr. Hupson. It starts very innocently and with the finest motives. 
Many started during World War II. They, of course, basically, with 
regard to our commodity, and maybe with many others on that list 
each one of us thinks he can make a wooden box 

You have probably made one, and maybe you have attempted to 
make one, Mrs. Harden; but we all feel we can make a basic box, and 
we have all at one time needed a certain box, and needed it badly, in 
an emergency, when we wanted to pack something and get it packed 


and we it oul 
Well, that is just the approach they had—that a box is a simple 
thing to make. ‘‘We need one. Let’s make it We have a 


carpenter.” 

Most of them have a carpenter shop. 

‘“‘Let’s have the carpenter make it.”’ 

So, the carpenter makes one 

So, now, they said, ‘‘We need more like that. Let's make a dozen.’’ 

So, he makes a dozen. 

Then, they said, ‘“‘We need a cut-off saw,’’ and then, ‘‘We need a 
ripsaw. Furthermore, we need a nailer.”’ 


SAR G RBE FA 


—— 


POP ate 


me 


EMI 


Paget 
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So, they add little pieces of equipment and, before you know it, 
they say, “Well, now, here we’ve got a nice, little operation. We've 
been buying 5,000 boxes for this purpose. Let’s just get the lumber 
and have the plant make it. We should kee p these men busy 

Now, frequently we find the carpenter’s union has staffed that box 
shop with union carpenters at union wages, and that was because the 
carpenter in the shop made the first box, you see, and then it grew 
and they brought in more carpenters. Whereas our industry in the 
same town will be paying an average wage of maybe a dollar and a 
quarter, the Government-owned plant is paying union carpenter 
wages to make the same thing 

Now, it starts with the finest of motives. It’s an innocent thing, 
and then along comes somebody—and here again I’m not criticizing 
anybody; I’d do the same thing—in the Pentagon who suddenly gets 
a dream of empire. He can put together all these box shops and build 
them up. Here’s a vast command, and he reads that the wooden box 
business . passing out, and so forth; and, so, they say, “Let’s put in 
our own § — 

And, so, we have these lumber auctions that go on here. We have 
enennlone percha for boxes 

sy the way, the engineers at Pittsburgh put out an invitation the 
other day—I’ll say several months ago—for 10,000 kegs of box nails 
10,000 kegs of box nails. So, I sent over there, and this is the infor- 
mation I got: 

The Army engineers at St. Louis buy the lumber for the box plants 
The Army engineers’ office at Pittsburgh buys the steel. ‘This was 
one quarter’s supplies of box nails for the box shops for which they’re 
buying nails 

Well, now, 10,000 kegs of nails in our industry would nail up a lot 
of boxes, and they are buying apparently that quantitv every 3 
months 

Mr. Mraper. Can vou tell from purchases of lumber and nails, « 
other components, whether the Government boxmaking cativity 
anvthing like the activity of vour entire industry, or what percentage 
is Government manufacture? 

Mr. Hupson. I haven’t analyzed that. If I had to take just, say 
a rough, running jump at this thing, 1 would say the Government 


must be aome todav 10 to 15 percent of what our entire industry is 
doing, perhaps 
Now, that hurts more than it seems, because much of that con- 


centrated in areas where there are plenty of private plants that are 
needing business; and let’s say much of that is east of the Rockies, for 
instance, where our volume has been hit more by subsidies and where 
there’s been more of an erosion in our business, and it hurts us 

I would like to have vou get those e figures that Mia Johnston had, 
but he told me there was a cost of $30 million ee in the opera 
tion of the Army plants alone Not having had the opportunity to 
discuss in detail that figure with him, | hesitate to use it; and he sat 
“We're out to save 20 percent of that and we think we can save the 
Government $6 million if we can get the bulk of this volume over into 
private hands.” 

That was his statement. 

Mr. Mrapsr. That was just the Army? 
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r. Hupson. That’s right 
I [eaperR. It had nothing to do with the Navy? 
Htupson. No; that had nothing to do with the Navy 
Mir. Muaper. Is the Air Force in the box business? 
\ir. Hupson. Oh, the Air Force is in the box business. They are 
e box business at Dayton and out in San Antonio, and they 
hn some of the finest ooking box plants vou'll see anywhere. 


7 


nA ' ‘ | ‘ ) 
Vi Wat How abo Memphis? Do vou have one there? 
4 \ 

i Lt N \ i don K they have one 


6s e peenh ASLOUNA t at so © ot the bikie equipment. The Air 
Comn Dayton, Ohio, purchased from the Morgan 
Via Co., Rochester, nailing machines for $126,000. That was 


) edi last lu 24—that award 

Wi that was a e purchase of nailing machines. Just balf that 
( ould have equi nice box plant 

Vi ves S mi ichn n the Government plant, with only 
D « n Neration ; Of course, we would like to see 

le, b e wo to see them liquidated and that money 
! on ( 

l( zing anvthing that is needed, 

and we are not trying to ustermind from a distance or from inade- 
rm 0 t our impression 1s that very otten they buy or 
purchase and over! equipment, lay out quite an elaborate plant, 
{ if cdicate Vt r present need and it merely reflects 

s of this ma » bas the dream of empire 

Now, the United States Marine Corps in Philadelphia has 5 sets 
) V and n ne machi ind mpioys 10 men in their box shop. 

\ Ss an expensive piece of equipment. 

s of saw and 8 nailing machines. 

[ tl these figures are right lhey’re given to us by one of the 

hia box 1 ie rs ho has visited all of those plants 

| 11S i'll never get these military establishments 

rovision is made for perhaps the liquida- 

because it 1s expensive equipment 

It’s ¢ nvestm have been times when it could have been 

ted, even a fit, because these nailing machines were very 

l t to ¢g Yuringe We War II, it would take a year to get 

yn s machine that last a long time, and 
in various shops. 

\i H N those shops, the Government shops, 
were closed, then, would these surplus machines such, as the nailing 
machines you s] of, be absorbed in private industry? 

Mr. Hupson. Well, of cow to a certain extent that is hard to say. 


It depends a who Yt on conditions, on times. There are shifts 


ind « nges taking p! ( | the tin _ moderization and obsolescence 
} ] ] ] + PaiTr 7 rl-a . . § 

coming along, and, generally speaking, there is a fair market for that 

ype of equipment; but don’t get the idea—I am not suggesting, as 


I say, a death sentence. I think in each case the facility should be 
investigated, the need, the past history, and arrive at a conclusion 
that’s based upon each problem, because I know, and we would say 
1at some of this equipment is needed and 


ee SPREE The 
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Mrs. Harp x. The members of the committee appreciate your 
coming, Mr. Hudson, and thank you for your very fine statement 
on behalf of your organization , 

Mr. Hupson. I thank you ever so much, all of you. 

Mrs. HarpeNn. Our next witness is one of our distinguished col- 
leagues, Mr. Kenneth Regan from Texas. 

Yesterday we were discussing the post exchange and commissaries 
in competition to private enterprise, and I believe that is the subject 
you were interested in it, isn’t it, Congressman Regan? 


Mr. Reean. Right 


Mrs. Harpren. And we shall be happy to hear from you at this time 


STATEMENT OF HON. KENNETH REGAN, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF TEXAS 


Mr. Reean. I want to say to you, Madam Chairman, I am very 
interested in Mr. Hudson’s discussior not only boxes, but it seems so 
many different departments of the Government are entering into 
privace business 

In El Paso, the main city in my d 
posi known as Fort Bliss. We « 


strict, we have long had an Army 
+1 1 
a4 


1undredth anniversary 
about 4 or 5 vears ago. 

} » ; ‘ } = ly . ve 

Kl Paso is not especially a prosperous town Che fort has peen 
located t! 
1] 
all- 


ere for the geographical location, plus the fact they have an 

year c] mate for training: and, then, of course, it is convenient to the 
; : ' eS a ae . 1, \ ’ 1 ’ 1 

C1Ly that provides ali oi the Iaciities, such as churches, schools, and 


the various other things that an Army post likes to be near, in peace- 


W all } } no CNY { + ; } hx ) 1} 
Well, this post exchange business tarted off, probably as the manu- 
facture of boxes started off, in an innocent way and serving a good 
yurpose, because there were some posts al the time of the war particu- 


| 
| 1f } } } 4 
larivy that were tar removed {1 m any centers where they needed their 


own mo\ 1e-PIcl re show, t] ir own restaurant, their own tore where 
they could buy cigarettes, razor blades, and necessary things needed 
for their peaceful enjoyment of their duties at the post; but it has 
| me so enlarged at no a lot of stations are selling not only 
cigarettes and those few necessary trinkets—toothbrushes and shaving 
cream, and y forth but they have rone into the je Ve lry bu iness and 
the clothing business and the suitcase business, and every other busi- 


ness that micht provide a proiil or the PX, and also a discount for 


Well, nobody is much opposed to seeing a soldier get a bargain, 
but, at the same time, it has become so great, so extensive, that the 


retail merchants in towns near military posts have suffered very 
seriously. 

(About 4 years ago that was brought to the attention of the armed 
services, and at that time it was gen rally agreed that there would be 
a reduction of the activities of the PX’s, but I understand they seem 
to have enlarged. So, that pledge of reduction in the PX activities 
has not come about. 

Now, I don’t know there is hardly a thing a soldier might require, 
or his wife, that he couldn’t get at the PX; and not only the soldier, 
the serviceman and his wife, but his friends are also able to buy 
things at the PX and commissary at a substantial discount. 
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So, I do appear here in behalf of the merchants of El Paso, who 
have bitterly complained of this situation. 

They are not against the soldiers having a PX for those things that 
they actually require in just a modest manner, but when they are 
ryoing into the clothing business, and various other businesses I 
think one PX was even selling Frigidaires and electric fans, and all 
that sort of equipment—sometime we are going to have to stop all 
this cooperative business, if we are going to maintain the type of 
government that has made our country great. 

We have co-ops doing the same thing, and paying no taxes. The 
PX’s pay no taxes. 

I know you have had a thorough hearing, and | appreciate this 
opportunity of saying a few words: but | appreciate more hearing 
Mr. Hudson’s statement. I think it not only covers the boxes, the 
box business, but so many other things in which the Government 
is engaged and is engaging themselves 

I don’t know what the cure is, but I feel there should be some 
lessening of those activities for the good of the country. 

Mrs. Harpen. What suggestions do you have, Congressman, for 
improving the current situation? 

Mr. Reaan. Well, I think the PX’s should be limited to a reasonable 
scope of activ ity. 

Now, you have mentioned the Air Force a while ago, and I don’t 
think there is any great outspoken opposition to their making a 
reasonable profit to carry on recreational activities; but the Air Force 
in El Paso has a very profitable operation in their PX and other 
activities, moving picture shows, and so on. 

[ came out on a plane from Dallas to El Paso about a year and a 
half ago, and the front half of the plane was roped off, with covers 
all over it. I asked, ‘What have you got up there—a corpse?” 

He says, ‘No; those are overstuffed chairs.” 

I said, “Overstuffed chairs. Somebody must want them pretty 
badly.”’ 

He said, ‘Yes; they are for the officers club at Baker Field.” 

They couldn’t wait for them to come by ordinary express or freight. 
They had to have them by air express 

Now, it would indicate they are reaping some substantial profits in 
their operations in competition with retail merchants, and I feel that 
there could be some curbing, some limitation, of the activities of Army 
post exchanges, as to the scope of their business, their activities. 
I don’t think it will be brought about, though, unless it is spelled out 
pretty definitely in some of their appropriation bills 

Mrs. Harpren. Do you have any questions, Mr. Meader? 

Mr. Mraprer. Yes, Madam Chairman. 

Congressman Regan, | was interested in your comment, and we did 
hav e Mr J mes here vesterday representing the retail association. 

| think the problem here is to try to arrive at some formula or stand- 
ards where we can separate appropriate Government activities from 
those which ought to be left to private enterprise 

Mr. Reean. I think 

Mr. Meaper. And we haven't been able to come up with a formula 
vet 

He didn’t like lawn mowers to be sold in PX’s, and he could specify, 
as you did, cigarettes and toothbrushes; but there didn’t seem to be 
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any universally applicable formula that could be applied to these 
activities. 

Mr. Recan. We have the same thing in all of these co-ops that a 
lot of small-town merchants are complaining of. They are in the 
battery business, the incubator business. They can get a co-op 
incubator, a co-op plow, and so on, all made in their co-op factory; 
and they all operate without profit, presumably pay very little taxes 
and the PX’s are doing the same thing. 

Now, I think probably the best answer would be to get a retired 
Army officer who is now in the retail business. He could tell you what 
sort of formula to lay out pretty quickly. 

Mr. Mraper. | remember visiting Fort Bliss some years ago and, 
as I recall it, that was originally a cavalry 

Mr. Recan. Yes, sir, for many vears. 

Mr. Meaper. Installation, and I think it was turned into a 
motor 

Mr. Recan. It is an artillery and guided-missile headquarters there 
now. 

Mr. Meaper. Well, at one time they had a sizable automobile 
repair shop, or automotive repair shops, as I recall it. I went through 
some of their repair shops 

Mr. Reean. You did. 

Mr. Meaper. Several years ago, and I just wondered whether that 
activity was still being continued there and whether you had any 
comment about the automotive repair business 

Mr. Reaan. I haven't 

M BADER. Because that is one of the questions 

Mr. Recan. I haven’t had much squawk from the automobile repair 
folks, but it will probably be coming up if they are doing a general 
repair of their own, of private cars as well as the military cars; but 
I don’t believe any private automobile repair shop in El Paso has 
taken any exception to the military keeping their own equipment in 
good shape. 

I don’t know about that. That would be something that I hadn't 
even gone into. 

But the retail stores are the ones that really are making quite a 
complaint, and have for several years; and, of course, we give them 
a lot of salve, gave them a lot of salve about 4 years ago, when we said, 
“They are going to mend their ways. They are going to limit this PX 
business to just those commodities that are essential and not go into 
the luxury trade.’’ But the luxury trade is still on. 

Mrs. Harpen. Mr. Pilcher, do you have any questions? 

Mr. Pitcuer. No, ma’am. 

Mrs. Harpren. Mr. Ward. 

Mr. Warp. No, thank you. 

Mrs. HarpeN. We do appreciate you coming over, Congressman 

Mr. Reagan. Well, I thank you very much for the opportunity 

Mrs. Harpren. Thank vou for your fine statement. 

Mr. Regan. Thank you very much. 

Mrs. Harpen. Our next witness is Mr. Willis E. Stone. Please 
take the oath. 

Do you solemnly swear or affirm that the testimony which you will 
give in this hearing will be the truth, the whole truth and nothing 
but the truth, so help you God? 

Mr. Stone. I do 
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Mrs. Harpen. Mr. Stone is president of the American Progress 
Foundation. He has been long interested in the subject and has, as 
[ understand, spent a fortune trying to solve it. 


' “1 l » 
Mr. Stone. will vou please proceed? 


TESTIMONY OF WILLIS E. STONE, PRESIDENT, AMERICAN PROG- 
RESS FOUNDATION 


Mr. Sronr. Thank yo You’re very right, unfortunately 

eIng on the west coast, 1 am far removed from the scene of activ- 
ties; but sometimes I think that’s pr rhaps a petler way to look at 
things because you get a better perspective when you are far away. 

Ii! qualify myself, if I ma l am an industrial engineer that has 
never lost an account to a bankruptey court On that basis, | 
bye \ I qualifv a i i ad s in f business and a fair 
industrial eon, ti 

The business o 1 1 engil n my pal ilar phase of 
it. is to save sick busine ; from a bankruptey court; and, so, vou 
have to find some answers lt sn’t enough to know what is V rong. 
There are three steps in it: You first find out what is wrong; then 
figure out what to do about it; then see that itis done. You are seek- 
ing’ ot Ct ( 

I’ll preface my comments, I think, by giving you a set of three 


‘ 


obj ctives in chronological order: 

First, that every conceivable governmental operation of a propri- 
etary nature be offered for sale back to private enterprise at a price 
that’s fairly representative of the invested capital in it, if that can 
be determined. 

As a second measure to that, and one of a longer range viewpoint, 
I would urge very energetically a very extensive investigation into 
the functions, the activities, the cost and every conceivable activity 
connected with the Federal corporations or, as may be said, the propri- 
etary enterprises, with an idea of solving it. 

Third, I would urge a particular project to reestablish some funda- 
mental understandings between the people and the Government 
regarding the rules governing our economic freedom. 

We have proposed what we call the proposed 23d amendment. It is 
currently pending in Congress as House Joint Resolution 123, having 
been introduced by Mr. Gwinn of New York. 

I have several copies if you would like to have them. 

Mr. Warp. Thank you. 

Mr. Stone. This proposes that the Government of the United 
States shall not engage in any business, profession, commercial or 
financial or industrial enterprise except as specified in the Constitution. 

That may come as a shock to many people. In fact, it has shocked 
many people, but it proposes nothing that is not implicit in the Con- 
stitution as it now is worded. 

The Constitution is perfectly clear, to my way of thinking, because 
the 10th amendment to the Constitution clearly provides this same 
thing by saying 
Powers not delegated to the United States by the Constitution, nor prohibited by 
it to the States, are reserved for the States respectively or to the people. 


Lae 


ee 


fees 
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Now, to me, that’s perfectly clear. I don’t know how you can say 
it much more clearly. 

But this proposed 23d amendment offers stipulations to that same 
concept and intent and purpose. 

This is a long-range program. This can only be accomplished by 
public opinion that is well informed. 

Now, we'll come to the question of how do you inform public opinion. 

| compliment you, Mrs. Harden, and your colleagues here, in holding 
this inquiry. It’s the first bright ray of light to come into rather a 
dark problem over many years. 

I think we need to extend this i inquiry to a very great extent, not 
only to call upon people in the fields of private enterprise, for them to 
document their cases, but also to call upon the Federal corporations 
to document their cases. 

This is not easy. I will cite one particular case as exemplifying the 
need for extensive investigation. It may take many years of time, 
It’s hard to tell, because under deep layers of propaganda, or lack of 
information, or confusion, lies truth some place, and that we must 
dig out. 


In the 79th Congress, you will recall, the Comptroller General was 
ordered to make an investigation of but one Federal corporation, the 
RFC. After 8 months of attempting to make that investigation, thi 
Comptroller General reported back in the closing days of that 79th 
Congress and reported that 1t was impossib e to make an audit of 
the REC 

There’s a little booklet that was published at that time covering 


the reasons why he could not make it, and I recommend it to eacl 
ot you as very necessary reading to give you some idea of the com- 
plications that are involved. 

I’m sure that Mr. Warren still has many copies on hand, because 
[ recently sent for another copy and received it. 

Following that, in the 80th Congress, further hearmes were held 
and Mr. ‘I’. Coleman Andrews, who was then Chief of the Audit 
Section of the General Accounting Office, said in testimony that he 
was informed of $9 billion that had vanished without an accounting 
in the Reconstruction Finance Corporation activities, but that his 
guess was by the date of his testimony, the loss was 20 billions of 
dollars. 

Now, that was his estimate, and I would guess his guess was 
pretty close. 

I do know that on page A10 of the 1950 budget of the United 
States there is a set of ngures that shows how the RFC wrote off in 
the one year of 1948, more than $10 billion of its obligation to the 
Treasury Department. 

There are nice titles given the parts of the writeoff, but where is 
the accounting? How is it involved, and by what authority do we 
take $10 billion of the taxpayers’ money and throw it out the window 
with only one page of explanation deeply ensconced in a budget 
statement, and that is the end of that? I think it needs inquiry. 
I think we need to know where this money goes, because, after all, 
$10 billion that was dissipated in that one statement of the RFC for 
1 year of 1948 represents more tax dollars than was involved in the 
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operation of the Government for all of its wars and everything else 
during the first 94 years of our national life. 

These things are difficult to gage. 

Now, many say, “Well, what else could have been done? We had 
to have the RFC for lending purposes? 

Sut, to me, the banks are still there and doing business pretty 
soundly. 

There’s the old fable of the Arab—that once the camel gets his 
nose under the tent to keep his nose warm, he will pretty quickly 
be in the tent and possess it 

That seems to be much the character of the Federal corporations. 

RFC, for example, that was set up to be a lending agency and to 
save private enterprise, has destroyed private ownership of every tin 
smelting organization in the United States. It holds absolute control 
of tin in the United States and possesses 60 percent of the world’s 
total tin output, and it owns and operates the only tin smelter in 
the United States, which is in Texas, and it smelts 13% percent of 
the world’s tin supply. 

I would recommend that you call before this group the story of tin, 
and it is available in Washington. The Malayan Tin Bureau has 
exhaustive information on that subject. 

Our organization is more or less of a clearing house. We are trying 
to assess the entire problem and to give it some dimension. 

lam under oath. I cannot testify as to the exactness of figures that 
no one knows to be exact, because the testimony that is needed is 
deeply buried under tons and tons and tons of appearances, propa- 
ganda and highly organized confusion. 

We have, however, made an analysis, as closely as we can, and put 
it into print. It covers the listing of the 88 Federal corporations, as 
we have found them from our surveys, and the 10 Federal cartels. 

We recently submitted a manuscript to cover some of the materials 
on it to the public utilities magazine, and a reprint of it is here. 

In this article we identify the manner in which we estimate the 
losses to the taxpayer to support the Federal corporations that com- 
pete with the taxpayer, aggregated in 1950 $19,100,000,000. 

Now, to the best of our ability to gage it, we believe it to be very 
exact. It needs a very great deal more study before an exact account- 
ing can be established. 

In that public utility reprint, you will find the analysis of the 5 items 
that go to make up that $19,100,000,000, which on the 1950 level, 
represented 45 cents out of every tax dollar. 

This is a fantastic story, and all of it has to be dug out. I’ve been 
at it for 9 consecutive years. My business has vanished completely. 
The last 6 years I have devoted myself exclusively to this. 

Our organization is supported by the memberships of relatively few 
people. We have never paid 1 cent of salaries to any living being in 
our history. I have devoted my time exclusively at my cost, and it 
has cost our foundation and our board of directors nothing. My 
secretary functions in the same way. 

Now, the cost of doing this has been not too great, when you come 
right down to it, if we can arouse the interest of your committee, 
Mrs. Harden, and urge that you take steps not only to continue it, 
but to extend it and to make it an overall proposition. 


28, 4. SEY 
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| have been very much interested in Mr. Coudert’s resolution, 
H. R. 15, which would require a select committee to make this 
investigation. 

Mr. Busbey also has a similar resolution in. 

It seems like there has been a great many resolutions to investigate 
the Federal corporations, and I would urge that at least one, probably 
several, even though there may be an overlapping of it, be launched 
and carry on exhaustive and very complete examinations into these 
Federal corporations. 

You hear so much about the differential of taxes. I think that 
needs surveying. 

I was very much interested in Mr. Hudson’s approach to it—that 
where they could sit down with the governmental people and present 
the case and find out the requirements, and show how it worked, that 
in no case did the Government plant go into action. 

We need a clarification when we compare rates in the power industry, 
for example, we've got to compare taxes, when we compare the services 
of industry. 

You've noted, I’m sure, that Memphis has been screaming for more 
power and asking for a considerable appropriation for the expansion 
of TVA for power development for Memphis, and for that whole 
area, and they set their case upon their need for cheap power. 

The cheap power in the case of Memphis is that 200 kilowatt-hours 
costs $4.50, while in Chicago 200 kilowatt-hours, from a private 
enterprise, costs $5.50. 

Now, I don’t know how much taxes the Chicago public utility, the 
privately owned public utility in Chicago, pays; but I do know that 
primary and secondary taxes take approximately one-half of their 
total consumer dollar. Now, if that is so, assume that $2.50 is paid 
in taxes out of the consumer's $5.50 paid for this 200 kilowatt-hours; 
then the consumer in Chicago is buying $3 worth of electricity and 
$2.50 worth of Government, while under TVA, he’s paying $4.50 for 
200 kilowatt-hours and panes for Government. The TVA con- 
sumer is going to pay the Government’s bill in another way, because 
the taxes are going to be levied, one way or another, and consumers 
are going to have to pay them. 

So, in these equations we have got to recognize that equivalents 
in prices aren’t equivalent until they encompass all of the equivalents 
of costs, and the paying of taxes is one of these. 

I hope in that brief statement I have given you some coverage, 
and now I hope you can wrap it up with questions. 

Mrs. Harpen. Mr. Meader, have you any eer 

Mr. Meaper. Well, I was very interested in your statement, Mr. 
Stone. 

I don’t know that we should discuss the proposed constitutional 
amendment. I see that has been referred to the Judiciary Committee. 

Mr. Stone. Yes, and it’s long range. I have no hope that it will 
have hearings this vear. There are many things which must precede 
that. First, knowledge—we don’t have it—and that is what I am 
in hopes will come from your committee’s work. 

Mr. Meaper. So far I haven’t seen any solution to this problem 
we all seem to agree upon in broad principle, except the continued 
vigilance of this committee, the Appropriations Committee, perhaps 
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other committees of Congress, industry, trade associations, such as 
that represented by Mr. Hudson, and I guess the general citizenry, 
to stop these thines before they start and get the Government out 
of these businesses where they can appropriately get out. 

Mr. Stone. I think that’s right. 

Mr. Meaper. I don’t see any simple solution, any formula. Maybe 
there is one 

Mr. Stone. I hope so 

Mr. Mraper. I hope we may be able to come up with something 
out of these hearings that would be enforcible and workable—— 

Mr. Stone. | hope so. 

Mr. Mraper. —to distinguish between appropriate Government 
activities 

Mr. Strong. Yes. 

Mr. Meaprer. —and those that ought not to be continued. 

Mr. Sroner. That’s right. 

I think there are two parts to your hearing. One is to turn them 
off before they start, and the other is to recapture the ground lost. 

In recapturing the ground lost, it is well to know where we have 
been and how we vot to here. 

It might be of interest for you to know, so far as I can document it 
and find evidence and information, the Federal Government now 
owns nearly 20 percent of the industrial capacity and 40 percent of the 
land area of the United States. 

That’s a long way to come back. 

Mr. Meaper. I have no further questions. 

Mrs. Harpren. Mr. Pilcher, do you have any questions? 

Mr. Pitcner. Don’t you believe that C ongress has a right to say 
what should be sold in these PX’s and what shouldn’t be sold in them? 

Mr. Srone. Well, I can’t give expert testimony on the PX’s because 
I haven’t investigated them at all. My work hs as been shotgunning 
in survey work but being very specific on a measure to correct. 

Mr. Pitcuer. We all agree ‘Congress should have that power. 


Mr. Stone. Yes, I think Congress should have final power. 

Mr. Pitcuer. I think we have 

| am as strong for free enterprise as anyone else, but I still believe 
Congress can do something about it. 


Mr. Strong. Oh, I think so 
\ir. Pitcuer. I believe Congress can tell these military establish- 
ments where you can buy boxes for less money from private enterprise 


tO cease Making them. 


Mr. STON} Yes 
Mr. Prtcner. | believe Congress has the power to stop any of it, 


if we want to 

Mr. Stone. Yes. 

Mr. PrLcHER as Mr. Meader said, when we get down to special 
cases; but I think you’ve got to have special cases. I don’t think we 
can do it in gener alities 

I believe when we get through this whole thing we should start on 
certain specific cases, like wooden boxes, like the PX’s, like several 
other things that we have discussed here, and then make a special 
issue of those things and start on them. It has got to start some time 
or another 

Mr. Srone. I think this is a beautiful point to begin. 
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I join with you in that opinion, Mr. Pilcher, because you have the 
power. Congress is the source 5 

Mr. Prucuer. You can’t do it all at one time; and there are a lot 
of them that are still going to be Government functions when we get 
through. 

Mr. Stoner. Well, that is true. 

Mr. Prrcner. But there are some of them 

Mr. Srone. However, there must be a guide and principle. I hope 
that we might supply that in the terminology that we have put 
together. 

Mr. Prucuer. I enjoyed Mr. Hudson’s statement, because he’s so 
fair; he stated facts, and it is something that can be investigated. 
It is something that can be backed up, and that is a good starting 


point—just such an industry as that; and we are going to have others 


that will be just like that. 

But, when we get through with our hearings, I am not willing to 
wrap it up and say “Job well done.” I believe—still believe—that we 
are DOSS 

Mr. Strong. Well, you are 

Mr. Pitcner (continuing). And should have the determination. 

Mr. Srong. And it’s the eternal vigilance tbat is required. With- 
out this vigilance, freedom gets away. We know it gets away. It’s 
done it 

Incidentally, on this proposed 23d amendment, you may be inter- 
ested to know that the Illinois Legislature has just adopted a memo- 
rializing resolution, and those of you from Illinois will soon hear of it. 


Indiana missed, as you know, just by a narrow margin. The house in 


Indiana passed it 72 to 18. The Ohio Legislature is now working on 
it at a senate level. It is a senate resolution there. Then it will go 


to the house for concurrence, and they expect that action in the next 


couple Of Weeks. 
so, this thing is marching alo1 It is a vehicle to produce public 
opinion to support the measure you are taking here, which I think is 
ry valuable one, and | very much enjoy meeting with you and 
l ith vo 
H DEN Mr Wa 1, do Vou have a \ questions? 
Ir. Warp. | as roing to ask \ir Stone if he had a chance to take 
a look at the regulation that the De partment ol Defense issued with 
spect to commercial and industrial-type facilities 
Now, that ste mmed actually from hearings of the committee at 
the last session, and from its reports. ‘The military issued these regu- 
tions. They are in two parts—one with respect to existing facilities 
and one with respect to the po sible prevention of additional ones 


coming into bell 
| ’ = > . 
&. This is a good measure 


vir. OTON 
\ir. Warp. As Mr. Hudson testified and there is considerable 
more testimony available—a number of possible commercial-type 
enterprises have been stopped by that regulation. 

Mr. Svong. Yes. 

Mr. Warp. Mr. Meader pointed out this morning that perhaps it 
needs to be tightened 

Mir. Srone. Well, I think so. 

This applies primarily to the military? 

\ir. Warp. It is strictly the military. 
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Mr. Srone. Strictly. 

Mr. Warp. That one; but earlier in these hearings—you perhaps 
weren’t here when Congressman Brown recommended the same sort 
of thing in every department of the Government. 

Mr. Stone. I was here. 

That was yesterday? 

Mr. Warp. Yes. 

Congressman Brown recommended that with the idea of giving that 
expansion across the board. 

Mr. Stonz. | would recommend that as a good starting point in 
this thing. 

Mr. Warp. As a good starting point. That was the intent. 

Mr. Srone. I don’t think there is any ultimate conclusion because 
as long as human beings live together and have a government, and 
have their individual affairs, there’s always going to be a point of 
conflict that must be solved 

Mr. Warp. Thank you, Mr. Stone 

Mrs. Harprn. Mr. Stone, I wish to compliment you on your very 
interesting statement and your great activity in this very important 
field. We appreciate your coming and thank you so much. 

Mr. Stone. Well, thank you; and, if there are any phases of this 
that we can be of assistance on, please let us know, because we have 
established, through these 9 years, points of contact and information 
that’s quite fantastic in all of its parts. 

Mr. Harpen. Is there anything further? 

If not, the committee will recess until tomorrow morning at 10 
o’clock 

(Whereupon, at 4:27 p. m., the hearing was recessed to reconvene 
at 10 a. m. Thursday, June 11, 1953.) 





INVESTIGATION INTO COMMERCIAL- AND INDUSTRIAL- 
TYPE ACTIVITIES IN THE FEDERAL GOVERNMENT 


THURSDAY, JUNE 11, 1953 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, cP ey 

The subcommittee met, pursuant to recess, at 10:33 a. m., in room 
1501, New House Office Building, Hon. Cecil M. Harden (chairman 
of the subcommittee), presiding. 

Present: Representatives Cecil M. Harden (chairman of the sub- 
committee), George Meader, Frank C. Osmers, Jr., Jack Brooks, and 
J. L. Pilcher. 

Also present: Ray Ward, staff director, and Jane E. Morgan, clerk 

Mrs. Harpen. The meeting will come to order. 

The clerk will call the roll. 

The clerk called the roll and the following members answered to 
their names: Mrs. Harden and Mr. Meader. 

Mrs. Harpen. We are today resuming hearings on the subject of 
commercial- and industrial-type activities in the Federal Govern- 
ment. ‘Today we had intended that the Director of the Bureau of 
the Budget, Mr. Dodge, would be our first witness, inasmuch as the 
Bureau of the Budget has a vital role to play in the annual analysis 
and review of the estimates of all agencies and thus is in a position 
to place an effective curb on unnecessary commercial-type activities 
by denying them funds. 

The Bureau also has a considerable staff of expert management 
people who review Federal operations with the idea of increasin; 
economy and efficiency in Government. However, the unprecedented 
amount of work which has been placed on the Bureau since the first 
vf the year has made it impossible for Mr. Dodge to be here this 
morning. His assistant, Mr. Hughes, has sent us a letter which | 
shall read at this time and, without objection, shall place it in the 
record 

My Dear Mrs. HARDEN: Thank you for your letter of May 29, 1953, and for 
vour invitation to testify at the hearings before your Intergovernmental Relatior 
Subcommittee on the subject of commerical- and industrial-type activities in the 
Federal Government 

We are glad to know that your subcommittee is studying this subject with a 
view to establishing the criteria which should govern the conduct of commercial- 
and industrial-type activities by the Government 

Because of the pressure of other matters, we have not yet been able to turn our 
attention to this field. For this reason, we would be able to contribute very little 
to your subcommittee’s hearings. However, it would be appreciated if an observer 
from the Bureau could attend the sessions so that we may have the benefit of the 
subcommittee’s deliberations. I want to assure you that this matter is one with 
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ich the Bureau of the Budget is vitally concerned, and I trust that the criteria 


developed by your subcommittee will afford a basis for dealing with these activities 





in the preparation of the 1955 budget 
I should hope to review with you or your staff the conclusions reached by your 
I tee so that we may be certain the Bureau will render the greatest 
pr tance in this field 
Sincere! ours 


ROWLAND HUGHES, 
Assistant Director. 
I shall also, without objec tion place in the record the letter which 
we sent to the Budget Burea ] 


Letter referred to is as follows: ) 














May 29, 1953. 
Mr. Josepn M. Dopaeg, 
Director, Bureau of the Budget, 
“yW wshine dD. ¢ 
Dear Mr. Dona The Intergovernmental Relations Subcommittee, of which 
ave the honor to be Chairman, w hold important hearings on the subject of 
( ( 4 1nd industrial-type activities in the Federal Government. The 
aring begin J 9, 1953, ar ill last for approximately 1 week 
Our studies into this subject indicate that the Federal Government has through 
f irs oved 1nto the fi 1 0 1 prises, sut as coffee 
roast paint manufacturing, rope mar bakeries, commis- 
ul pe ack al acturing, ¢ complaining of the 
i petition fr the Governme rted by taxes levied 
ip the Tected indu ies and indiv there has been a 
rowing demand of the Federal Governn ness and to repriva 
tize enterpr ses to the greatest extent practicabit 
There are, of course, co :mercial-ty pr enterprises that the Federal Government 
pate i we are xious to establish the criteria and procedures 
t it revi ind nuat ol ct ies 
We ‘ t ( clusion that there are so many commercial- and 
lustrial-type activities being operated in the Federal establishment that it is 
ecessary have s e kind of systematic annual review of the operations We 
asked the Comptroller General to report to the committee the progress that 
e 1 t nstallat f adequate cost ac int systems We are 
( s of learning ve extent to I il review has been 
gl or 1s conte plated ( tul it a 1a hearings 
In p ious airings with resy to coffee roa 1 the anufacture of 
pa thir e su ) tt members came to t ( clus that there 
has id ’ aluat f these numge S ¢ rprises i rder to 
‘ na es 1 nger needed and t top the initiation of unnecessary ones 
under contemplatior We should like to have 1 testify at our hearing on the 
morning of Thursday, June 1] Please advi if this meets with your convenience. 


Ceci, M. HArpen, Chairman. 


[ARDEN. | should like to add that we do 
from the Bureau of the Budget here this morning, Mr. Riley 

Our first witness this morning will be Mr. William L. Ellis, Chief of 
ly vestigations ¢ f the General Accounting Offic e. Ac companying Mr. 
Ellis are Mr. William A. Newman, Jr., Assistant Director of the Divi- 
sion of Audit, and Mr. Karney A. Brasfield, Associate Director of 
the (ccounting oystems Division of the General Accounting Office. 

[ want to state publicly at this time the deep appreciation that 
his subcommittee feels for the splendid assistance the General 
Accounting Office has rendered LO the subcommittee. In connection 
with this hearing, we have asked the General Accounting Office to 
investigate into three separate matters: 

1. The commissaries in the Federal Government, civilian and 
military 

2. The use of alcoholic beverages at Federal installations and the 
relations thereof to the local tax structure. 


ave a re presentativ e 
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The analysis of the statement made by the Comptroller of the 

papetbeent of Defense that the printing plant in the Pentagon is 
able to print material at 50 saat of the cost of the Government 
Printing Office. Evaluation of this statement requires review of the 
cost systems in both agencies, and | appreciate it is a sizable though 
extremely important task. 

Mr. Ellis, will you convey our appreciation to Mr. Warren? 

Mr. Exuis. Thank you, Madam Chairman 

Mrs. Harpen. Will you and your associates please take the oat 
Do you solemnly swear or affirm that the testimony which you will 
give in ye hearing will be the truth, the whole truth, and nothing but 
the truth, so help you God? 

Mr. oF tis. I do. 

Mr. Newman. I do. 

Mr. Brasrievp. | do. 

Mrs. HarpEen. Will you please proceed, Mr. Ellis, in your 


OWll Wy 


TESTIMONY OF WILLIAM L. ELLIS, CHIEF OF INVESTIGATIONS, 
GENERAL ACCOUNTING OFFICE; ACCOMPANIED BY KARNEY 
A. BRASFIELD, ASSOCIATE DIRECTOR, ACCOUNTING sci dehorce 
DIVISION ; AND WILLIAM A. NEWMAN, JR., ASSISTANT DIRECT 
DIVISION OF AUDITS 


Mr ELis, Kirst, we want to express our appreciation for your kin 
remarks, and I will certainly convey them to the Comptroller Gi 
and the Assistant Com oh on Ge rai Wi ork under tl B 
and Accounting Act, and : mary iu 10] f the Ge ral Ac 
Office as a part of the legislative branch of the Government i 
studies, investigations, and reports for the committees of ¢ 
having to dé a, capnees aang trie ts tions and expenaitures. lt 
job to do that. 

Aside irom Wal ting Lo do Oul i by, if hiss bee a very heal l 
experiern e to find a committee : iiiterested as this one has | { 
least since the Legislative Reorganization Act of 1946, ai 
tion goes to some of the activity bef t { Ye I ) 
counting officers felt that oft they were & Volce, hall 
in the wilderness. It does greatly inspire the people to do a bet ly 
when there is this fine, interested reception 1 hat re] ! 
able to com a with 

For this is I have a general statement on the work o 
office s the accounting systems Work, Our auditing work, and 
tigative work in the fields in which J understand the commi 
interested. And that is the reason that we have with us the offic 
from the three divisions I refer 1 | do not mean to c a 
the entire General Accounting Office, but that is the prin \ Lp 
of the General Accounting Offi in this field 


| have also with me several mie mbers ot our own stafl who 


marily concerned with some of the material brou, whi up. Those mer 
include Mr. Matchett, our Assistant Chief, Mr. Leibman, ou ecial 
investigator, Mr. McCurdy, our one ator in charge in ¢ “hic ago, ane 
Mr. Kaplan of our Chicago stafl 

We are bere in response to the request of youn committee that the 
General Accounting Office discuss the progress that has been made anc 
is contemplated with respect to the installation of 


acacequate CC 
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accounting systems for Federal Government operations and for the 
purpose of making available information we have gathered in our 
work which deals with certain specific aspects of the general problem 
with which you are concerned 

Mrs. Harpren. Mr. Meader happens to be a distinguished member 
of the Judiciarv Committee and they are having a very important 
meeting this morning. He has some questions he wants to ask you 
as he has to leave 

Mr. Mrapver. I have two questions. First, we had testimony 
from Mr. Pearson, assistant to the Under Secretary of the Army, to the 
general effect that the cost accounting systems in the Army were at 
least 50 vears behind those of business. | understand that under the 
statute the General Accounting Office has some responsibility for the 
installation and supervision of accounting systems in the departments 
of government 

Could you tell me just briefly what must be done and what has been 
done and what you plan to do to cure the situation about which Mr 
Pearson complained? 

Mr. Exits. Perhaps Mr. Brasfield is better qualified to answer that. 

Mr. Meaper. First of all, let me ask, do you think Mr. Pearson is 
right? 

Mr. BrasFrietp. In a general sense, ves 

Mr. Mraper. The cost accounting system im the militarv services 
is antiquated and obsolete and inadequate? 

Nir ,RASFIELD To the exten! that they have not been reworked in 
recent vears under the authoritv they obtained under the National 
ecuritv Act amendments of 1949. Under the Budget and Account- 
ine Act of 1950 it is the responsibilitv of the head of the agency to 
establish and maintain an adequate accounting svstem in accordance 
with principles and standards prescribed by the Comptroller General 
That act defines the responsibilities of each, so it is the head of the 
agency who has the responsibility to move ahead, and has the author- 
itv 10 do it 

In their industrial establishments the Army has made a start 
The authority that thev got under the National Security Act amend- 
ments of 1949 gave them the way to do it, the funding and the financial 
structure for it. They have moved ahead, for example, with a number 
of their arsenals and So forth They have much more vigorous plans. 

They propose, for example, in the Technical Services to make 54 
special installations over the next couple of years. I think probably 
that Mr. Pearson also had reference to their inventory accounting 
systems, where they have not had complete figures. They have 
quantity figures but not the dollar figures to go with them. For 
instance, they have worked with tons of supplies rather than to be 
able to move in their merchandising activities, so-called, in terms of 
quantities and dollars. 

There are two facets. One is to get good cost accounting in their 
industrial establishments. The other is to get good financial property 
accounting for their entire operation with reasonableness as to front 
line supply and that sort of thing on which there has got to be an 
element of reasonableness, but they have a long way to go on both 
counts and they have made a start and have some ambitions and 
plans that we hope will go a lot further. 
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Mr. Meaper. And the General Accounting Office is working with 
them in establishing the accounting system? 

Mr. BrasrFiep. Yes, sir. 

Mr. Meaper. Does that infer that the Air Force and the Navy 
have not begun to establish an accounting system? 

Mr. Brasrrevp. On the contrary, I think it would be fair to say 
that in accounting for their inventories, the Navy over the years has 
been somewhat ahead of the other two services in that regard. That 
also applies to certain activities of an industrial nature that were 
carried on in their Navy stock fund which has been in existence many 
years. 

The Navy also, under the amendment of 1949, has a vigorous pro- 
gram to improve its cost accounting where they have already had 
some aspects of it and to put in cost accounting in their industrial 
establishments where they do not have it. 

Mr. Mraper. Could I ask this question at this point: is it possible 
to have good property management without a good accounting 
svstem? , 

Mr. Brasrrevtp. I could say categorically “No.” The two go 
hand in hand. 

Mr. Meaper. I did not mean to take too much time on this, 
Madam Chairman. 

The other question I had, which, perhaps, Mr. Ellis or one of his 
associates could answer, is this: assuming that this committee or 
other committees of Congress can identify industrial operations of 
the Government which, in the judgment of the committee, are not 
proper, that they properly belong to private industries; is there any 
method whereby we could write into appropriation bills or other 
legislation a seahibition against engaging in such activities which 
would be enforceable by the General Accounting Office in its approval 
of the vouchers and so on? 

Mr. Euuis. I think SO; ves. We do not often ret from Congress 
or, shall I say, the departments do not often get from Congress a 
guide as to whether a certain projected operation shall be carried 
out by the Department’s own force account or let out to contract. 

Mr. Mraper. Yesterday we had a representative of the wooden 
box manufacturers here and he expressed an opinion and explained 
how the services in an innocent way started out making one box 
through the carpenter shop and pretty soon they had nailing machines, 
and finally, they got into almost a factory ty pe operation. 

Assume that Congress should in an appropriation bill for the Army 
provide that no funds should be used to manufacture boxes, as a rider 
to the Army appropriation. Would that be the authority for the 
General Accounting Office to disallow expenditures on any type of 
operation like that by the Army? 

Mr. Euuis. I could suggest this, that there certainly would be ample 
authority. It very likely, however, would be a very impractical 
method of enforcement and an unnecessary function. If the boxes 
were made out of lumber which was in stock, the lumber would have 
been bought a year before and that lumber would have been bought 
for general stock purposes of running the Army post or whatever it 
is, and at the time the lumber is bought there is nothing illegal about 
the purchase and the account would have to be passed and approved. 
There is no method I can think of to disallow it in the voucher if, for 
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instance, they took a board off the shelf and made a box out of it. 
However, my own impression is that the services would be careful to 
carry out the purposes of the law if it is as plain as you put it. 

As an example, we are working on the commissary survey now 
under which the statute very plainly indicates the guide line as to 
what costs shall be taken in in connection with commissaries. Now, 
I do not think we have had any reason to complain that the services 
are not trying to carry out the law There may be differences of 


interpretation and differences of opinion on certain elements of cost 


but 1 would not want to suggest that the law would be unenforceable 

ithout that specific audit disallowance. That sanction is a very 
necessary one, but it applies better to specific transactions than to 
broad programs 

However, if you say no money shall be used to buy boxes and we 
get a voucher for the purchase of boxes, I do not doubt that our 
disallowance would be a very important deterrent to keep them from 
violating the law 

Mr. MEADE! I would like to request that the General Accounting 


Office give some thought to the mechanics of accomplishing and 
carl r l th ob (1 r I] acree upon, namely, that the 
Government ought not to be in certain types of industrial activities 
and to see whether or not they ould not suggest yme mechanics for 


np indlin Yr it, perh 


aps not in the crude way I suggested but in a more 
skillful and intelligent way to make certain that this terrific expansion 


‘ 


of commercial activities on the part of the Government comes to an 


\ir. Newman. I have a suggestion to offer that has been very 

ive in the last 2 years, and that is in the case of the Panama 
Canal Company The House Appropriations Committee has, in 
their report, expressed their views and thinking about the operation 
of certain types of activities and when that report comes out the 
administration or the management of the company know that it is 
more or less a directive to do something about these activities Then 
the following year the committee reviews the company’s accomplish- 
ments by roing’ into each activity in more detail. 


\ { ’ j . _— — o , 
Vir. MIBADER nan vou, Madam Chairman, fo: permitting me 
{ actin? 14 f : ‘ 1} J id } } . 
tO ASK some questions O oi order, and t would tike to be exc used, 
| micht 
] 4 ] 
Irs. HArpDEN. You are excused, Mr. Meader 


Will vou please prov eed, Mr. Ellis? 

Mr. Exuis. I would like, first, to deal with general background 
information and then proceed to the more specific phase 

With respect to the responsibility for developing adequate cost 
accounting, it is appropriate t point out that the Budget and 
Accounting Procedures Act of 1950 placed upon the head of each 
executive agency the responsibility to establish and maintain svstems 
of accounting and internal control designed to fit the management 
needs of the ageney, provide reliable reports which disclose the financial 
results of the agency 's activities and fulfill other purposes that account- 
ing should serve in any well-run business. In so doing, the agency is 
required by the statute to observe principles and standards prescribed 
by the Comptroller General. 

The Comptroller General has prescribed principles and standards in 
general terms. These deal with cost accounting as one facet of the 
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development of adequate and effective accounting systems. As we 
gain more experience in working with the agencies under the joint 
accounting improvement program, it is intended that more specific 
guidance be incorporated in addition to the present principles 
statement. ‘The General Accounting Office also works coopers ativel) 
with agencies in the development of their accounting systems. This 
adds to our experience in the development and application of practical 
accounting improvements. 

In general, the Comptroller General has recognized cost accounting 
as a refinement and extension of expenditure accounting. He has 
indicated cost accounting should be developed where it is needed in 
the sense that it will contribute to better management by aiding in 
the setting of performance standards and in the evaulating of per- 
formance, as well as assist in better planning of current and future 
operations. He has also re cognized the need for costs to be related to 


and be consistent with assignments of management responsibility. 


1 


In other words, cost accounting, as all ys r accountin go, Sho uld be 


de veloped in & manner in which it can and will be used. To accom- 
— this purpose, cost data must be tailored to the purpose for which 
they are to be used. For example, one of these purposes, is to ascer- 


tain whether reimbursements are obtained to cover the cost of services 
where it is so intended. 

Developments in cost accounting are as varied as the activities of 
the Government itself. A great deal of progress has beeen made in 
the industrial establishments, in the field of public power and in many 
purely administrative operations. It is assumed that the first area 
mentioned, namely, industrial establishments, is the one of primary 
interest to your committee. ‘These developments, for example, 
include such agencies as the Bureau of Engraving and Printing and 
Bureau of Mint in the Treasury Ds partment. ‘They also include 
many activities in the Department of Defense, such as printing plants, 
arsenals, and so forth. These are illustrations of industrial cost 
accounting in manufacturing operations. 

In addition to industrial operations where cost accounting systems 
are appropriate, there are many other types of operations where 
cost finding by analysis is a more useful alternative. Do I make 
myself clear as to what we are talking about? It may be the cost 
finding by analysis serves the purpose without the need for a relatively 
expensive cost accounting. In many such instances a full-blown 
day-by-day cost accounting system would require a multitude of 
arbitrary prorations and would be unduly expensive to maintain. 
In these circumstances a periodic analysis may well be the answer 
This is likely to be the case where items normally treated as over- 
head comprise a major portion of the cost of operation. ‘This is 
particularly characteristic of merchandising and servicing activities 
where many individual products or services may be involved. There 
has, perhaps, been less emphasis placed on cost accounting develop- 
ments in this area, largely because of greater possibilities for specific 
contributions to better budgeting and financial management in 
manufacturing and construction activities involving major fixed asset 
installations, huge inventories and generally much greater dollar 
amounts. Further, activities in the merchandising and service field 
which serve Government employees frequently are not carried on 
with appropriated funds or the activity involved is only incidental. 
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Our accounting systems work has not carried us into many of these 
areas because the major portion of our staff is assigned to cooperative 
work with agencies developing complete across-the-board systems. 
Where such activities include hospitals, schools and other similar 
facilities, they are covered by the accounting system and costs are 
developed. An example is the Bureau of Indian Affairs in the De- 
partment of Interior. The Veterans’ Administration has also been 
working on the development of hospital costs for some time and 
has made a great deal of progress. 

Some specific comments concerning the completeness of cost data 
may be helpful. With service to management as the first target, we 
have stressed the problem of controllable versus noncontrollable costs 
in our discussions of cost accounting. The manager of a particular 
enterprise is, of course, and should be, most greatly concerned with 
the decisions which he can make. The commingling of controllable 
and noncontrollable costs under such circumstances would greatly 
detract from their usefulness. On the other hand, there is no reason 
why indirect costs should not be associated with the direct costs to 
arrive at the total picture, even though this may necessarily be done 
by use of analyses omah ing reasonable assumptions. 

In some cases the statutes may prohibit certain elements of cost 
being included in reimbursement prices. This has been a frequent 
practice by the Congress with respect to recovery or funding of depre- 
ciation of buildings. For example, the Bureau of Engraving and 
Printing is not permitted to inciude this element in its prices ¢ harged 
to using appropriations for sts mps and currency. The intention was 
that the oe ‘au come back to Congress for an appropriation if it was 
desired to build a new facility. However, depreciation on machinery 
and equipment is included in their sales price. A somewhat similar 
situation prevails with respect to industrial funds set up under title 
IV of the National Security Act amendments of 1949 in the Depart- 
ment of Defense except that, in this case, reimbursement prices are 
not permitted to include recovery of depreciation on machinery and 
equipment as well as buildings. However, statistical costs have been 
developed to show depreciation on fixed assets and are shown in 
financial statements, and thus are available for price fixing or rate 
making. 

To summarize this phase of the discussion, there have been many 
developments and much progress Governmentwide in cost account- 
ing. Such developments are a part of the broader program to improve 
accounting in the interests of improved financial administration, and 
in each case the agencies have developed cost accounting in a manner 
tailored to their own particular needs. 

Now as to the types of activities I take it the committees are inter- 
ested in and what we are doing about them, three quite separate classi- 
fications are apparent. Your approach to them may call for quite 
different rules. 

First—where the Government makes, processes, or stocks goods for 
its own use, either in the same or another department. Examples— 
your letter cites paint, coffee, rope. Many more could be added, such 
as ships, military clothing, mailbags, canvas, brooms, securities, print- 
ing and bookbinding. Related are services such as transportation, 
including MATS, MSTS, and numerous departmental buslines. Like- 
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wise, construction of all kinds, from the tiny gatehouse on an Army 
post to the enormous Norris Dam. 

In all of these fields private, taxpaying enterprise is also in opera- 
tion and might conceivably be in position to deliver the goods as and 
when needed. The policy question of which to use may be decided 
by Congress when the activity is authorized or its budget approved; 
more often, perhaps, Congress prefers to leave the question for man- 
agement to decide. We hope always that cost will be the first deter- 
minative. But there are others. Thus, military necessity may dic- 
tate that the department do the job itself, as the best guaranty it will 
get done. This may be most serious in time of emergency. or when 
there is a risk of critical material shortages or stoppages due to labor 
troubles. 

Social policies may also dictate Government performance. Thus 
the Federal prisons furnish employment to prisoners, as a means of 
human rehabilitation essential to an enlightened penology. To avoid 
competition of its products in the market place, the law tells the 
departments to buy first the products of the Federal Prison Industries 
That is, when thev need brooms to sweep their own floors, they are 
supposed to buv the brooms from the prison so that the prison broom- 
making will not be in direct competition with the outside broom 
manufacturers. 

Other activities may be so technical, scientific, secret, or sensitive 
as to proscribe the employment of independent contractors, whose 
workers might not be under such immediate or possible effectiv: 
control 

In the second class of Government activities paralleling commercial 
enterprise are the numerous agencies selling a product or service to 
the general public. In order to adopt the flexibility and freedom of 
control common to private business, it became customary at one 
time to charter these activities as Government corporations Thus, 
the TVA sells power, VICO sells sugar, FNMA buys mortgages, 
FHA insures mortgages, Inland Waterways runs the Federal Barge 
Lines, CCC buys and sells grain, RFC and many others make loans 

The Government Corporation Control Act, 1945, provides that 
wholly owned and mixed-ownership Government corporations be 
audited by the General Accounting Office in accordance with the 
principles and procedures applicable to commercial corporate trans 


actions Stated as s mply aS DOSS ble, the primary purpose of the 
audits is to determine how well the corporation under audit has 
discharged its financial responsibilities A necessary corollary to 


this determination is the periodic reporting of audit findings including 
deficiencies observed and recommendations for improvements, and 
the settling of the accounts of accountable officers, where necessary. 
Since 1945 the Comptroller General has submitted to the Congress 
audit reports and recommendations on these corporations, consistently 
advocating that these enterprises should pay their own way. 
Government corporations, with very few exceptions, deal to a large 
extent with the public, some almost entirely. In keeping with the 
basic philosophy that they should pay their own way, the prices charged 
for goods and services should be determined from costs which include 
all expenses reasonably chargeable to the corporation. Whether these 
expenses are actually paid or merely imputed is not particularly 
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services 
items of cost normally omitted from the books 


of Government corporations or business type agencies are interest on 








he investment of the Government in the enterprise, depreciation, 
and the cost of employees’ retirement and compensation benefits. 
In a few instances, the cost of legal service by the Department of 
Justice is a significant it 
If all ora of the foregoing items are omitted in cost calculations, a 
fictitio pront n LV he repor ed. y ith the result that hidden subsidies 
\ I] ed to HoOs¢ whnom the acencies are de il ea business 
| stance, the eapl al sii ‘k of Export-In port Bank of W ashing- 
LO! s1 } Save ible for se 1n its lending operations at no cost 
to tl rporation I} bank reported net income for fiscal year 
2 ol 4S OUU, Dut 1f interest at the publ Cc debt rate ot 2 percent 
yn S Ca] k had been char red or paid, the figure would have 
{ l onl $31,798,001 hich hardly excessive 1n VIewW of potential 
sses inherent in the collection of some of its loans 
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costs. This may include cost of meals furnished; laundry service 
telephone, and other utilities; theaters; veterinary service; golf 
course privileges, clubhouse, amusement beaches, and other recreation 
centers; gasoline, oil, and auto accessories; flowers from greenhouses; 
hotel accommodations and guesthouses; medical, hospital, and dental 
treatment for dependents; quartermaster sales of uniforms and 
accessories: boating, fishing, and hunting privileges; ban} posit ry 
service, with inter¢ st at 4 percent; nursery schools for the younger 
dependents; janitor and gardener services; transportation by air or by 
sea for dependents; and many other items. Perhaps I could incor- 
porate by reference a great deal of the list I see on the wall there of 
businesses that the Government is in. 


It can hardly be said with confidence as to any one of these items 
that the Government recovers its cost. [ could repeat that or mak« 
it much more strong. In fact, our constant observation is a pro- 
nounced indisposition to charge enough Lo beg] 1 to pay the Crovern 


ment’s cost. There may be reasons of policy in back of it but these 


inatters have not heretofore been covered by what the congressional 


policy should be. We heard the complaint the other aay witl 
respect to what some folks call the term ‘‘military socialism,” with 


the feeling that it is necessary for the Department to take over tl 


supervision and perhaps the furnishing of all or a great part of the 
common incidents of life. 


The constant complaint is that there is not a disposition to charge 
enough to begin to pay the Government’s costs or much more than 
begin to do so. Kor example, telephone service is furnished over 


Government switchboards to the quarters of military and civilian 
personnel at military installations. While the service is not always 
as good as that provided to the public by the telephone company, 


for years the price charged was $1./9 per m¢ nth. The commers ial 
price for the same general service was something over $4 a month 
and the cost for furnishing the service varied from $7 to $ll a month, 
Our survey on that subject was sent over to the Department 2 years 
vo. It was furnished to this committee and to several others. ‘That 
was 2 vears uZo. A year ago the Army raised its minimum charge 


revenue of more than half a 


zt 
to $3, which will result in additional 

million dollars a year. In respect to the other items, it is customary 
to make nominal charges or to make a charge designed to collect 
back the direct cost of the materials, usually without any recompense 
for the Government’s expense in the way of payroll, overhead for the 
building, transportation, and the like. 

For example, you can buy bread across the river for 5 cents. ‘The 
5 cents may be designed to pay back the cost of the ingredients and 
perhaps even a part of the immediate direct cost of the personnel 
running the bakery, but it can hardly begin to pay all the costs. 
Very rarely do we find that they include the cost of the buildings or 
overhead, nor the transportation items, and often the utilities are 
not fully paid for. 

For example, yesterday I had a letter from the Secretary of the Army 
with respect to a situation at Fort Knox. He collected back from the 
officers’ open mess, which is a euphemistic term for the oflicers 
club, $13,000 or $14,000. In Washington, that is pebbles on 1 
beach. I want to emphasize that the beach is a very long one and t 
pebbles are very Many indeed. That one we collected a few days ago. 
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I have not touched upon the commissaries because I understand we 
will be called upon next week for the first results of a series of surveys 
which we have been asked by your committee to undertake. We are 
not in a position to furnish extensive reports on the post exchanges 
because until very recently, as we have advised Congress many times, 
we have not been permitted to make inquiries concerning them or 
examine their books. Very lately, however, we have had a number 
of very hopeful and cooperative conversations with some of the officials 
of the post exchanges, as well as the comptroller branches of the 
military, and I am hopeful that that situation is going to be taken 

ire of. However, aun is the obvious subsidy in the furnishing of 
the space and much of the equipment. The utilities used are usually 
paid for, but there are frequently noted assignments of military and 
civilian employees to work in the exchanges, which has been claimed 
to be justified to us where civilians could not be hired. 

The outpost case, as I recall, about 3 years ago involved some 50 
people on the Government payroll actually working in the exchange, 
but that is an unusually large one. Sometimes that has been claimed 
to be justified on the basis that it is impossible to find civilians to come 
and take the jobs 

That leaves us to suggest merely by way of conclusion that the 
determinative as to which, if any, of these enterprises the Govern- 
ment should be in is not, of course, for the General Accounting Office 
to have any voice upon, nor on the necessities or the criteria that 
make up the picture. It is our purpose to try to carry out the func- 
tion that Congress lays down for us. 

As we often say, it is the General Accounting Office’s job to try 
to get the Government run right, which means that the job will be 
carried out efficiently, effectively, and will be in seovashions of what 
Congress said they want done. That is what we are here for, to 
provide the information for the committee. I am afraid we are not 
of much help on the method as to what sort of thing they should go 
into, that is what the Government should go into. That is all we 
have except that we are here ready for your questions; I hope we are 
ready for your que ‘stions. 

Mrs. Harpen. I wish to congratulate Mr. Ellis on his very fine 
ttateme nt It is very interesting and very informative. Mr. Bras- 


tield, did you have anything to add? 


Mr. Brasrreip. No. 

Mrs. Harven. Mr. Newman? 

Mr. Newman. No ma’am 

Mrs. Harpren. Have you any questions, Mr. Osmers? 

Mr. Osmers. Well, I have my usual question about what can be 
done to correct some of these conditions. Mr. Ellis has stressed in 
his statement, as he properly should, the fact that the Government is 
supplying many services at less than cost, and in many instances, 
considerably less than similar services are supplied for by private in- 
dustry, and that will be a difficult thing to root out and will have to 
be done department by department in a very painstaking way, | 
should think. 

Before you came in to testify, Mr. Ellis, the committee had been 
devoting its attention to other activities that the Government is in, 
that directly compete with existing private industry, such as rope and 
boxes and things of that kind. We have been trying to reach out 
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and find the solution to that problem, certainly as to future activities 
Do you have any thoughts along those lines? How can we effective ly 
do that job without putting a rider on e very bill we pass, and without 
creating a new board or bureau? 

Mr. Exuis. I would like to make the suggestion that this is too big 
to paint it all in one broad sweep with one brush and say “‘We have 
to do this’”’ or ‘“‘We shall not do that.”’ 

Mr. Osmers. | agree with that. 

Mr. Exuis. We have got to take problems one at a time and try to 
work them out with full knowledge of the effects and with an enlight- 
ened observation of the principles that ought to attach. For example, 
it is necessary to get the job done. ‘Thus Congress wants loans like 
those made by the Federal land bank, which is a good example. I 
can recall what a serious situation we had back 25 and 30 years ago. 
I can recall what a problem it was with respect to loans to farmers all 
over the land. The land banks were called upon to do a job. Now, 
leave that to private business. If the job has got to get done, it 
would be a very serious mistake to, if 1 may use the expression, hog-tie 
the Department in such a way that it couldn’t do its job. The first 
determination is the job required to be done. 

So, we have got to consider very carefully, if you want the Depart- 
ment to get the job done, whether they should do it themselves or 
have it done by contract or what. Congress has not been consistent, 
and I am not suggesting that by way of criticism because, as I said a 
minute ago, you cannot have a simple, constant policy to cover every- 
thing in the world. 

[he Atomic Energy Commission, for example, is directed to make 
contracts with private business institutions for their tremendous 
research activities. They are directed by law to make those contracts 
so that, in effect, you do not have the Commission itself doing what 
perhaps the universities or the foundations would be doing anyway. 
The National Science Foundation enters into contracts or other 
arrangements for carrying on with other organizations and other 
individuals, including other agencies, their basic scientific research. 

Now, to bring up 2 or 3 of the relatively rare examples where Con 
gress has indicated how the job should be done. In the last 2 months 
Congress, in ve ry great detail, considered how the Air Force should 
run its tremendous Arnold Engineering Research Center at Tullahoma, 
Tepn., a tremendous multi-mullion-dollar project quite comparable to 
that of the National Advisory Committee for Aeronautics; that is, 
wind tunnels, and the like, which they carry on their own account; that 

by force account In the case of the Air Force, the Secretary let 
it out to contract, nol only the designing but those actual operations 
carrying on the tremendous multi-million-dollar operation in Ten- 
nessee. Some question was raised in Congress a year ago, and Con- 
gress last June put in a rider to the effect that po money should be 
paid to this firm after such a date, with the intent that the whole 
matter be explored, and within the last 2 months Congress has gone 
into that more in detail than ever before. The final outcome a month 
or two ago was that the contractor should proceed. But the policy 
questions were very thoroughly considered, one way ard another, as 
to whether they should be operated by contractor or by the Air Force 
itself. The final decision was contractor 
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But I emphasize that is a good example of what a business it is to 
decide this thing. If you are to take them up case by case, my own 
impression is that, if this committee would take up the more significant 
operations one at a time, then take them up with the departments, 
the departments would be guided often by this committee’s determina- 


tion on what to do without the necessity for legislation. In other 
ust night require legislation such as Mr. Meader is talking about. 
M SFI} { good illustration of where Congress has ex- 
iT 1 a policy for a number of years is in the field of construction 
and public works, where agencies like the Bureau of Reclamation 
and the Corps of Engineers are required to contract 80 percent of 
their wor as opposed to use ot for e account 


Mr. Osmers. I am reluctant to leave the responsibility with a com- 
mittee of Cor cress first because Congress is SO busy and preoccupied 
th its basic business of legislating. The General Accounting Office 


rets into these things after th iact cenerally Certainly I do not 


see he Ww Wwe CO ild control these things on a disallowance basis, because 
that would be a completely backward way of going at it. 
It vy i seem to me that the authority to correct this situation 
ist stem from the Executive Office, from the President, and that 
Congress should set the policy and determine that certain things 
should be done Somewhere along the line there must be an evalua 


tion made as to whether a task should be d me by private industry 
or by the Government itself. Again it comes to mind, and particu- 
larly in view of the testimony of Mr. Sheaffer, from the Department 


Commerce, that the Department of Commerce should probably 
be t] valuating egenev on a good many things, not all of them but 
certainly on making clothing, rope, boxes, ice cream, and things of 
that 

Do you think it would be practical to establish a group within the 

department, let us say, with the Secretary of Defense and 

the Secretary of Commerce and the, Secretary of the Treasury, to 

| three that would occasionally constitute themselves as a 

board of review to review these various operations as to policy and 
on? Wo you think there would be any benefit in that? 

My attention has been called, and I will put it in the record here, 

vas an investigation made by a committee of Congress 
the domestic resale activities of post exchanges, ships’ service 

I ind commissaries, and a committee of Congress was rather 
speci about the direction those activities should take, and I am 


informed the agencies involved paid little or no attention to that decla- 
tion and they just went along as they were 

Mr. Exuis. [ wouldn’t be in a position to know right now. I think 

a little later we will know more about it. 

Mr. Osmers. Also, a House report was handed to me prepared in 
the 77th Congress, House Report No. 1985, on the subject of Govern- 
ment competition with private enterprise. That special committee 
made certain recommendations which I understand have not been 
followed by the agencies involved. Do you feel that there would be 
any benefit In creating a group within the executive department, only 
under the authority of the President, to constantly review and deter- 
ere the Government should start and where private business 


should come into 1t 


= 


Mr. Exits. It might be very helpful if I made 2 or 3 possible sug- 
crested stipulations One, I should think the Bureau of the Budget 








ee 
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would want to be represented because we are more or less regarding 
them as the management agency in the executive. ; 

Second, some guidelines should be formulated. For example, is 
cost to be the only consideration? Are there to be others? 

Mr. Osmers. In prior testimony that we have had on this subject, 
Mr. Ellis, apparently the committee unanimously and all the wit- 
nesses have stated rather clearly that costs should not be the sole 
determining factor and cannot be the sole determining fac‘or in many 
instances. Because of the obvious advantage that Government has 
in most cases by getting free space usually and a complete tax exemp- 
tion and, of course, no requirement to show a return on invested capital 
and so on. Cost alone cannot be the determining factor. 

Mr. Exuis. Thirdly, the serious problem would be how much power 
you would give this group. If you went so far as to say they had the 
controlling power, you perhaps would accomplish a little more but | 
would seriously question whether it would not cost you more than it 
is worth because it would add one more element of Laisiaiiontinn in 
connection with every Government operation. It would, in effect, 
add to the red tape and would add to the cost of doing business and 
would slow up Government operations and be another block in the 
way of efficiency. But if you gave it a fact-finding and sort of a 
generally supervisory responsib ility, it might be very effective. 

Mr. Osmers. | agree with you on that conclusion. I am afraid if 
you did set up a special board and cloaked it with authority to poke 
into every department of Government, I think it would just confuse 
an already confused picture. 

Let us take, for exampl 5, TOpe. We had some test imony on it 
yesterday or the day before. 

It seems to me that the people in the rope business should be able 
to go somewhere in the Government and present their case for the 


Government using rope made by private industry. I don’t see how 
Congress, with the legislative fune tion, can posh ly sit in judgment 
on whether the Government should buy 90 percent of its rope from 


outside sources or whether they should operate a calesaasaida facility 
in Boston. It has been very helpful and enlightening to hear the 
testimony but it cannot be our overall job as 1 see it. It is almost 
like an exercise of the police power. We cannot do it. 

Mr. Exuis. It would seem to me you would have to indicate through 
this committee some guidance as to what extra costs shall be considered. 
You can see immediately the dichotomy that would arise were the 
committee, for example, anxious to try to give the ropemakers a 
hearing and pamape hannel business their w: iv. Wego to the Bureau 
of Ships i in the Navy that buys rope and they have an appropriation 
for so much money and they find they can make the rope for one-half 
of the cost you buy it. Itisa little difficult 1 for a committee to go to 
an administrator and say, “I know you’ve got $50,000 and you need 
that rope but we want you to get it over here where you can get 
only one-half as much.” That is the problem that comes up 

Mr. Osmers. Nothing will ever replace good judgment and it is 
pretty hard to write it into legislative enactment. 

Mr. Exuis. You had it on the small-business problem. It is a 
social and governmental policy to try to spread business. At the 
same time, if the purchasing officer finds he can buy the item from 
the big company for one-half of what he can buy it for from the little 
company, that is another matter. I think they arrived at some arbi- 
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trary percentage as a rule of thumb and I believe they have done a 
certain amount of good in that respect. 

Mr. Osmers. That is all I have. 

Mrs. Harpen. Mr. Ward? 

Mr. Warp. The quarters problem is not confined merely to the 
military? 

Mr. Exvuis. The ones I brought up in the photographs are primarily 
not military. 

Mr War p. What other agencies have this problem, to your 
knowleds ve 

Mr. Exuis. At the last count, I think there were 49 civilian agencies 
that furnished housing to 122,000 employees. That is that many 
housing units and normally they are nearly all occupied. That would 
include almost every agency that has field agencies, especially out in 
the field. A part of those agencies include the three military branches. 

The reason for that is this, the civilian employees stationed here in 
Washington, as far as I know of my own 20 years of experience, get 
nothing in the way of these fringe benefits except maybe a faint hope 
of getting their lunch a fraction of a cent cheaper maybe than they 
could get it across the street, at least since the ( iS] started that 
operation 

A civilian employee in the field, under the law of 1928, may be 
furnished housing if the Department orders or so wants it and if 
Congress furnishes the wherewithal. That is probably necessary in 
many places like an Indian agency, for instance, the Shoshone Agency, 
which is very far away from any place and the ‘y practically have to 
furnish a place for a chap to live. 

I recall visiting Window Rock, the Navajo country. If you want 
people to live there, you had better furnish it. Now the law Says a 
reasonable value should be charged as rent. It doesn’t say cost, and 
it had probably better not because it Is pretty hard to find the cost. 

For example, Quantico is larger than the District of Columbia, 
which surprised me When it was acquired, some of the land had 
old farm houses on it and the land was either bought or condemned 
and the houses are still there. Some of those houses are rented, | 
believe, to ordinary farmers and not Government people. Who can 
say what did the house cost? In other words, the house is not the 
determinative. Theoretically, there is reasonable value. 

Last summer the Congress put it up to the Bureau of the Budget to 
cover the rental subject by regulation. Their formula has been inter- 
preted to mean the value of comparable commercial quarters in the 
nearest municipality or nearest comparable area. That is the source 
of comparisons we made in 1951. Here are some pictures: This one 
is the Veterans’ Administration manager at the hospital in San 
Francisco. ‘This one is on an Air Force base, but it was occupied by 
a civilian. This one was occupied by an emplovee of one of the 
civilian departments, a house which has been assigned to a liaison 
man with the Air Force base. So, most of these are civ! inns. 

Mr. Warp. Is it your general conclusion that a proper quarters 
charge is not being made across the board? 

Mr. Exuis. It surely was not in 1951. That is a clearly demon- 
strable conclusion and I have got some reports completed and others 
in process to demonstrate it, but there is no doubt about it whatever. 

It might be fair to say that somewhere nearly one-half might be 
the accurate figure for 1951. 
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Mr. Newman. Section 1413 of Public Law 547 and the regulations 
specifically state that the rent should be comparable to the rent in 
that vicinity. Getting back to the point you just brought up about 
legislating these things, it so happens in that case it has been Mr. 
Ellis’ experience and also my own experience that they are not re- 
covering cost, let alone a reasonable rent. 

Mr. Osmers. Cost is difficuit, if not impossible, to find actually 
in many cases. You could pick out any local real estate broker 
just at random and he would give you a pretty close estimate of what 
the value of a housing unit would be. 

Mr. Exuis. That is what we have done in this survey. We have 
had cooperation from the local real estate people and we used the 
expert aid of the housing people who were fixing the rent ceilings. 
We used their information for a guide to comparabilities and then, 
in actually formulating a survey, we went to specific houses which 
were the nearest we could find to be comparable and found out what 
the actual rent being paid was, and in some cases we made allowances 
up or down where there were slight variations. 

Mrs. Harpren. What is your estimate of the loss to the Government 
on these rental properties? 

Mr. Exv.is. I have some figures here on that. Relating it now to 
reasonable rental, not to costs, for 1951 it would probably be $3 
million or $4 million a month if we assume that even $25 a month 
more on 122,000 housing units would be a reasonable sum, 

Mr. Osmers. I think probably we ought to say here that it has been 
more or less commonly accepted that low rents for Government 
employees housing has been, in a@ sense, additional compensation to 
the Government employees. 

Mr. Exuis. Oh, yes. 

Mr. Osmers. | think it has been winked at and accepted on that 
basis. It clearly violates the intent of Congress whose language 
was rather plain in that respect and you may find that that inducement 
has kept a large number of people with the Government. 

Mr. Exuts. Those things would have to be seriously considered, 
not merely the matter of pay but also the question of isolation. If 
the employee is there, he may be miles from a store, miles to go to a 
movie, to church, to schools, and other community facilities. Often- 
times it is very difficult to get somebody to live in some of these isolated 
places and this low-priced housing is an inducement. Under our 

gulation, that is not supposed to have an effect on the rent. It has 
been used as a factor in the classification of a job. Certain jobs were 
classified higher when they were located far enough away, an identical 
job. 

Mr. Newman. The thing that is so startling about this rental 
situation is the fact that these Government employees received a 
cost-of-living increase over the years but the rent has never been 
raised. 

Mr. Exuuis. We have been working on this survey for several years, 
and there have been a certain number of changes in the last year and 
one-half, particulary in the matter of upward revision of rates, but 
all revised rates are not yet in effect. 

Mr. NewMan. You also have the field of hospitals which are in the 
same category. Ridiculously low fees are paid for all kinds of services. 

Mr. Osmers. I was on the board of governors of a private hospital 
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for a couple of years and the operation of a private hospital today 
costs about $17 or $18 per patient day, no matter how efficiently you 
operate. There is not any Government hospital charging that much 
for its services 

Mr. Euuis. It is an important phase to consider. There isn’t, that 
I can think of, any normal hospital function by the United States 
which is supposed to be put on a basis of charging for its cost, with 
possibly the exception of foreign seamen hospitalized in a marine 
hospital. We charge the foreign government and collect according 
to a rate which I think is a little low. 

Now, with respect to the veterans’ hospitals, you have seen the 
big report that we sent up here a few months ago. The veterans’ 
hospitals are required to serve all service-connected cases and I think 
they do serve about all of them. Maybe an occasional one cannot 
get in. They are supposed to provide service for non-serivce-con- 
nected disability cases, the law says, if space is available. Oftentimes 
they build a new hospital or get the beds contracted for somewhere 
else and then they have the space. 

Then the law says that the veteran must sign a statement that he 
cannot pay for it, which statement is conclusive upon the Veterans’ 
Administration, that is another matter. In a report that came up 
here a short time ago, there are shown to be thousands of such 
cases where the veterans could pay for their hospitalization but he 
isn’t asked to. Thus, we do not have this problem normally of 
charging for Government hospitalization. The problem is furnishing 
it where perhaps Congress did not want to furnish it. 

Mrs. Harpen. What is your estimate of the Government’s loss in 
operating the hospitals, Mr. Newman? 

Mr. Newman. Of course, it is largely going to depend on where the 
hospitals are. My personal experience in the past 2 years has been 
in the Caribbean area, and, frankly, there are people down there whose 
income is very low and could not pay much but they could pay 
something. 

In the case of the Virgin Islands, we are putting millions of dollars 
into new hospitals down there but the council, the municipal council, 
in the city of St. Thomas and St. Croix have refused to accept the 
recommendations of the governor to raise the rates, with the result we 
have such fees as $3 a day for a private room. That is ridiculously 
low when compared with your experience, Conzressman Osmers, of 
$17 a day. 

The surprising thing about it, and this will confirm what Mr. Ellis 
said, most of us sitting around the room here have some sort of a 
group hospitalization plan. I spend $6.90 a month for my family. 
But if my son breaks his leg and we need a doctor, the doctor knows 
my income and he sends me a bill of another couple of hundred dollars 
for the operation. But that is not true in the hospitals that are 
operated by the Government. In many cases, they do not even 
attempt to find out what the financial income, the financial stability 
of a patient is. They don’t even ask. 

In the Virgin Islands we have a municipal ordinance which furnishes 
medical services to residents at municipal expense, whenever neces- 
sary, unless they volunteer to pay. We have a report coming up to 
the Congress on the Virgin Islands government which I think will be 
very enlightening. 
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Mrs. Harpen. Did you have a further question, Mr, Osmers? 

Mr. Osmers. No. 

Mrs. Harpren. Mr. Ward? 

Mr. Warp. You mentioned the 5-cent loaf of bread across the 
river. Where is that bread made; do you know? Is it a Government 
bakery or is it a commercial bakery? 

Mr. Exits. I had better not say. I understood it was a Covern- 
ment bakery. I haven’t been over to check it personally. So I had 
better not say. 

Mr. Warp. Those are all the questions I have. 

Mrs. Harpen. I had several questions concerning commissaries 
and the printing, but I understand you are not in a position to answer 
that today, Mr. Ellis. 

Mr. Exuts. Mr. Ward and I have been working up the schedule of 
this and next week we are planning to be ready on the first phase of 
the commissaries, that is the question of justification. The cost 
phase will be somewhat later. That is a pretty technical operation 
and we are trying to be exact and fair about it. 

Mrs. Harpen. We appreciate your making this investigation for 
us and when your report or survey is ready, if you will notify me, 
we will be glad to hear you at that time. 

Thank you so much for coming and we certainly appreciate the 
very splendid statement which you presented. 

Mr. Exuis. I thank you. 

Mrs. Harpren. Thank you, Mr. Brasfield and Mr. Newman. 

Our next witness is Mr. Robert North, on the executive board of 
the International Association of Ice Cream Manufacturers. Please 
take the oath. 

Do you solemnly swear or affirm that the testimony which you will 
give to this subcommittee in this hearing will be the truth, the 
whole truth, and nothing but the truth, so help you God? 

Mr. Norrn. I do. 

Mrs. HarpEN. You may proceed. 


TESTIMONY OF ROBERT H. NORTH, INTERNATIONAL 
ASSOCIATION OF ICE CREAM MANUFACTURERS 


Mr. Norra. (1) Statement of interest: This statement is sub- 
mitted by the International Association of Iee Cream Manufacturers 
of Washington, D. C., representing 920 company members operating 
over 2,235 ice-cream plants. Our members in the 48 States and the 
District of Columbia manufacture about 80 percent of all ice cream 
manufactured in the United States. 

(2) Seope of our statement: As we understand, this investigation 
is to determine the extent of Government competition with estab- 
lished private business. We understand that we are not to make an 
evaluation of the essentiality of such activities but merely to point 
out the areas in which they are competitive and conflict with the 
operations of proprietary areas. 

(3) The ice-cream industry: The ice-cream industry is essentially 
local in character. There are approximately 4,000 wholesale ice- 
cream manufacturing plants in the United States making deliveries 
in every metropolitan area and all communities in the country. The 
international acts as spokesman for the majority of these concerns. 
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TI ream industry recognized in group 4 of the 7 basic 
fi he F (,overnment it 1s al im] ortant segment of 
t I ! and I ra conomy 

Ky n | it is a dau iood composed Of about 80 to 85 percent 
cream i milk s a 15 per sugars, and varying amounts 
{) ) 

Informatio ource: The facts which will be presented as 
exh \ pt aed t his brief have been elicited from the mem- 
b ) ( I I mal Irom every otate in th Union and the 
Di t of Columbia; additionally, we have reports from Hawaii and 
the Philippines. We know that the listing of the facilities, hospitals, 
and other Government stitutions is not complete and that the 
pract f ma r cream Government establishments 
IS more widespread than oO b t¢ 

It aa y, the report imdicates that there are 162 geographical 
lo l ll Vv hi nh th G70 rut ht is mat 1c Luring ice cream or 
it m ind hout exception these facilities could be eff iently 
served existing ice cream n l turing plants 

By ishing manufacturing rooms and providing refrigeration 
1a Ul I leral ¢ ern nt agencies are, } effect, dup! cating 
th which | ady been provided and are available from 
pr nal 1 sour QO1 1@ mat ' freezers, and taking a 

I e] O » th cost oT ea h ie zer, the Govern- 
I Oi th hh re under the control of the 
Vi \dminist on or the armed services has expended over 
( lf million doll: or this single item alone In addition, they 
have me I Ss n a 1 hare une rooms Viol h are low- 
tem] ( tora O! ot ni m cabinets 
which they have had to as 





\\ DI iat the a Lh not < \ With private 
I b { ( inh I ns 

I: 1\dpoin co 1 manufacturers 
‘ lv ] nro nel or. in tl instance of smaller 
oO : ecutive ho have had spevialized courses in dairy 
mal ring I} lustry is constantly striving from a technical 
tand it to ma i | r product This is \ ssed by the yearly 
1 th ( nd oratory councu of the international 
ass } mn and DY le rion oOo articies n the LI de publications 
reported upon Dy dairy-manulacturing speciaiists, ho are engaged 
in full-t ( ratio 1 Ul i industry This is in contrast to 
sit here stly untrained personnel on a part-time basis 
opera re ers 1n Wover! ( 31 l| mis 

Krom andpol of sanitary control, the ice-cream plants’ pas- 
teu ¢ procedures take place under the same roof, the mix is held in 
cold stor: mtu tim for freezing with pract cally no opportunity 
for conta ,Li0On In the or ream plat t, there exists complete 
facili es for the clean ng’ and ste! lizing of reezers and other processing 
equipment 

In addition, the rigid controls n be maintained because the manu- 


facturers have laborat 


qual LY Control WOrK. 


. l — > 
Variety plays an imp 


and related products, 


| : 
cream ingenious 1c¢ 


ries in the individual plants for sanitary and 


ortant part mM a morale food such as ice cream 


whether served as a soft product or hard ice 


cream manufacturers have produced about 150 


TERN et 
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different flavors and are constantly offering the consuming public a 
change in the flavor board. This is not pr ssible where a small ice- 


cream or ice-milk operation is turning out restricted procuction 
Neither would the facilities have available the sources of supply of 
flavoring agents that the ice-cream manufacturers have. By making 
large purchases of fruits and tree nuts, they are able to offer a variety 
of ice cream to all of the consumers whom they serve, including 
Government institutions and facilities 

There is no sound economic reason for such activitv. This organi- 
zation does not collect price statistics, but we have learned in our 
leal o ith nrice-eon l ave wr the vaar hs né y wh a 
dealing with price-control agencies over the years that, Inasmuch as 
: l ] } } +} 


ice cream is furnished usually on a bid basis, that concessions are made 
and the facilities get the product at a considerable saving. 

Legally, there is no inhibition against according the Government a 
lower price under the Robinson-Patman Act. 

Complaints of the operations of the Government in competition 
with this industry are not new with our association. They have 
been made to us and they have been made to the Members of the 
Congress. Our files are replete with instances where ice-cream manu- 
facturers serving post exchanges, commissaries, Government hospi- 
tals, or other organizations, have seen them build elaborate ice-cream 
manufacturing plants, such as we find on some of the service reserva- 
tions, or purchase equipment, spend money for processing rooms, and 
make provisions for refrigeration in order to manufacture ice cream 
and related products. 


Typical of the comments that 


survey are the following: 


have accompanied the data in oul 


‘We do not have Army camps in the area which we serve. However, we do 
have a 250-bed veterans hospital which was completed in Iron Mountain, Mich., 
about 4 vears ago, where they manufacture their own ice cream to serve to pa- 
tients They do hay & canteen Whi Is patronize | 

to get around They have an investment of possil 

equipped for the volume of business that they do i: 
We have never seen their ice-cream manufacturing 
the layout in the canteen, it must be an elaborate a 


cost of manufacturing the small quantity they make 





vate operator would even think or could afford t I | juipm 
manufacturing ice cream, neither could he afford to install the soda-f 
equipment which they have in the canteen. One ice-cream cabinet 





ed fre 


care of their entire requirements and would ordinarily be furnish 
ital or school.”’ 


by an ice-cream manufacturer, which we do for any 





‘The veterans hospital here in lowa City, Iowa or 100 beds, is 
Making tl elr OWI! ice crean We ire not certal e yw mu h ce crea 
they are making, but their last bid requested 350 gallo period January 1, 
1953, through June 30, 1953. 

“Tt is our understanding that the local aut! ties had nothing to do with 
putting in the ice-cream making machinery. Sor ne farther up the line made 


this decision 


“The Navy exchar 





cream mix daily, for which th were payl $1.20 per gallon, but a comy itor 
cut the price to $1 per gallon beginning May 1, so as to secure t business 
The CPO uses 20 gallons of milk daily to wl 1 the dd a ( ream-powder 
mix. They claim this costs them $1.06 per gallon for the finished product. Of 
course, they do not count any labor, taxes, or any overhead whatsoever in arriving 
at these figures 

“T believe that an ice-cream manufacturer could deliver the ice cream just as 
cheay ly as the Nav can ! K if they t int nsidera { f 
their equipment, labor, and other overhead iten If th e-cream manuf 
turers s ld them the ice crean ther he Government would get part of the 


money back in the taxes on the profits made by tf i real inufacturer 
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lost a total f 71.550 to these soft ice-cream freezers, and this 
ukes into consideration the fact that most post exchanges installed them about 
I re only one of several s ipplic rs, the total loss to 
Our estimate is that it was something over 


ist recently completed at Iowa City, Iowa, and 








arly to attempt to secure the business, but 

f Washington included ice-cream manu- 

fs i! nection with the hospital that 
had a a norit to p ha a outside 

‘We do have, however, a number of instances where the post exchange is in 

compet ith private ¢ rp rv s ‘hey are presently going to 

rat e-cream vendir t is lia Base, N. Mex., and through an 


ijacent housing area. This service was satisfactorily performed by a private 


In tl area. to the best of our knowledge, nly the Veterans’ Adr inistration 
facilities at Wadsworth, Kans., freezes its own ice cream. Formerly the facility 
had fa lits own! fy redients purcl l bids and presently 
submits invitations t bid on ice ream-mix contracts I do not feel that it is a 
place of the Government to be freezing its own product when I know that their 
total t will be higher than that of a regular manufactured product.”’ 


Chese are but a few of the many letters from our members formerly 
serving Government institutions. There is no thought in presenting 


this brief of curtailing the serviees or providing freezers in combat 





areas We have been told repe ted], DV defe se officials that ice 
cream is a very high morale food Under anv circumstances, it would 
be impossible for the commercial manufacturers to provide this food. 
However, we believe there is a duplication of cost borne by taxpay Ts, 
that IS uneconomica id manifest 1ail oT ost excha res, 
militarv establishment Veterans’ Administration facilities. Govern- 
me cafeterias and ho tal as well as other Government institu- 
tions to engage in the manufacture of ice cream when they can be 
Sel Cheaply afely nd eco ) it ) ( tin’ in 

Madam Chairman, I have attached to this a list of the 162 different 
] stallatio in the various er ions throu hout the t nited States, and 
the Territories of Hawaii, Alaska, and so forth. i Wiil not attempt to 
read them 

Mrs. Harpgen. Tbank vou, Mr. North, for your very fine statement. 

My N RI] 4 W¢ ce} t i] l is | fit ‘al COTr lete. 
We sent out one letter to the membership and this is the first listing 
ret é 

Mrs. Harpen. When, in your opinion, is the Federal Government 
J a is ‘ er |-t é ervris¢ 

M N rH. | assume, broad] eaking, it Would be in instances 
sucn ¢ e indicated at the end of our brief wh e thev wanted a 
particular product ¢ i if l ot available from commercial sources 

Actual ur people have terrific investments in plants. We did 
no statistics on pric but we know from work with the 


Stabilization 





related products are furnished so cheaply that we 
do not ieve tl Federal Government can compet 
Mrs. HarpgeN. When should the Government scontinue the opera- 
tion, say of manufacturing ice cream, in your estimation? 


Mr. Norru. Well, if they are operated at a loss, it would be better 
ib Way. 


~* 


Mrs. Harpen. What concrete suggestions do you have for im- 
proving the current situation as it applies to your industry? 








ere A a QT 


COMMERCIAL AND INDUSTRIAL ACTIVITIES IN GOVERNMENT 157 


Mr. Norrn. Well, actually, the representations that we have made 
over the years to the various groups and the people in the post ex- 
changes and some of the people in the military, it seems quite obvious 
that the only solution is congressional remedy. 

Mrs. Harpen. How much in State and local taxes is paid by your 
industry? 

Mr. Nortu. I have no idea. Our products at retail, just a quick 
estimate, are probably worth over $1.5 billion. I would assume that 
we are paying a considerable amount of taxes on that, both locally 
and federally 

Mrs. Harpen. Have there been complaints that your prices have 
been too high? 

Mr. Norru. I have never heard of one. As a matter of fact, I 
saw a very interesting proposition made to one installation in Hawaii, 
where actually they cut out every item of overhead they could and 
asked the Army to pic k up the ice cream at the loading dock We 
were amazed at the price and we do not think the service could dupli- 
cate it. 

Mrs. Harpen. Have you had any complaints that your service has 
been poor? 

Mr. Nortu. Never. As a matter of fact, I think it can be said 
on behalf of the ice-cream industry that we have gone overboard in 
service. As a matter of fact, it has been customarily said, not only 
about regular services, but if somebody called up and happened to 
be out of the product, we would send a small truck over immediately. 

Mrs. HarpreN. Have you any questions, Mr. Ward? 

Mr. Warp. Have you talked to any of the people in charge of the 
ice cream manufacturing plants in the Government to ask them why 
they are making ice cream? What reasons do they give you? 

Mr. Norra. In my experience I have never found a satisfactory 
answer. I don’t know what logic, if they call it logic, is behind the 
interest of these Government facilities in the manufacturing. Cer- 
tainly we feel that on the basis of sanitation, product quality, and 
economy, it just doesn’t add up. 

Mr. Warp. Would you have an idea of the value of the equipment 
in the Government-owned plants 

Mr. Nortu. The difficulty in ascertaining that is that we do not 
know what they have in the way of hardening rooms where you have 
a lot of refrigeration. We do not have — s showing the output of 
the plants. We do not know whether they buy at list commercially 
pasteurized. In some instances, they pasteurize it themselves. Ve 
have attempted to get some figures through the Veterans’ Adminis- 
tration and we are hopeful that we will get them. 

Mr. Warp. Have you any idea how much personnel might be used 
in all these plants? 

Mr. Nortu. No. 

Mr. Warp. Are there hundreds or thousands? 

Mr. Norru. Generously, we are assuming that probably the person 
doing the freezing has another job and is doing that on a part-time 
basis. 

Mrs. Harpen. Is it uniformed personnel, do you know? 

Mr. Norru. I don’t know. 

Mrs. Harpen. Thank you very much for coming and for your fine 
statement. 
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wo ere 


This afternoon we will hear Mr. Holliday of the California Retail : 
Grocers Association and Mr. James A. Campbell, president of the 
American Federation of Government Employees, and we will also 
hear from representatives of the metal-treating industry. 

The meeting will recess until 2:30 this afternoon. 

Thereupon, at 12:06 p. m., the hearing was recessed until 2:30 p.m., 
the same day. 

AFTERNOON SESSION 


The hearing reconvened at 2:30 p. m. 

Mrs. Harpgen. The meeting will come to order. Our next witness 
is Mr Holliday, of the California Retail Grocers Association. Will 
you please take the oath? Do you solemnly swear or affirm that the 
testimony which you will give this hearing will be the truth, the whole 
truth, and nothing but the truth, so help you God? 

Mr. Houurpay. I do. 

Mrs. Harpen. It seems from the number of people from California 
who had expressed an interest in these hearings that the State of 
California must be largely federally controlled. I believe it is a fact 
there are more Government employees in California than in Wash- 
ington, D.C. Mr. Holliday, will you please proceed? 


TESTIMONY OF C. HAP HOLLIDAY, REPRESENTING CALIFORNIA 
GROCERS ASSOCIATION 


Mr. Houturay. I have prepared a rather brief statement, I believe. 
I would like to deviate from that as I go along and try to bring out 
some of my points with your permission, Madam Chairman. 

MynameisC. Hap Holliday. My business address is 947 Columbia 
Street, San Diego 1, Calif. Although I am secretary of the San Diego 
Grocers Association, I am here representing the California Association 
of Retail Grocers. I would like to state that this association has head- 
quarters in San Francisco, Calif. 

This association is a statewide organization representing retail 
grocers in every section of the State. Although, as I said, I am repre- 
senting the association, no individual grocer is making any protest 
against this. It is something we believe is wrong, the commissaries 
I am speaking of 

If 1 may, Madam Chairman, I would like to read to you a telegram 
which I received. 

Mrs. Harprn. You may do so. 

Mr. Houturpay. The telegram is as follows: 

JuNE 10, 1953. 
Mr. C. Hap Houuipay, 
Care of Tyre Taylor, Dupont Circle Building, 
Washington, D. C 


We agree with the position of the California Retail Grocers Association in 
opposition to Government commissaries operating in areas where other com- 
mercial facilities are easily available. We are opposed to the operation of such 


commissaries in Or near metropolitan areas. Commissaries now operating in 
such areas should immediately be disestablished. 
Mitton L. SELBy, 
Vice President, S if e way Stores, Inc. 
I have here another telegram which I would like to read also with 
your permission, Madam Chairman. 
Mrs. HarpEen. You may do so. 


Mr. Houuipay. This telegram is as follows: 
Mr. H Chis tel foll 
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JUNE 11, 1953. 
C. H. Houurpay, 
Care Tyre Taylor, 
Dupont Circle Buiiding, Washington, D. C 

Understand you are testifying before Subcommittee on Intergovernmental 
telations of House Government Operations Committee opposing operation of 
Government commissaries. We operate in the Norfolk and other areas where 
the competition of armed services commissaries is very damaging and unfair. 
Furthermore we believe it is unnecessary because of the availability of privately 
operated stores. If consistent for you to do so we would appreciate your register- 
ing with the committee our protest against the continued operation of these com- 


missaries in metropolitan areas We are one of several members of National 
Association of Food Chains which we understand are similarly affected by the 
competition of armed services commissaries 


J. W. Woop, 
Vice Preside nt, Colonial Stores, Ine. 

The association has approximately 4,000 active members. 

I appear here today to call your attention to a very serious problem 
which confronts many of our members in California. 

I refer to the Government-operated and subsidized commissary 
stores. These are run by the Army, the Navy, the Air Corps, and 
the Marines. It has been said that these are fringe benefits Not all 
of armed service personnel receive these benefits, only a privileged few. 
It cannot be a salary increase to all the military personnel. 

Let me make it clear at the beginning of my statement, that we are 
not objecting to all commissaries. We believe that there is a need 
for them in isolated areas where adequate commercial facilities are not 
and could not be made available. There are many isolated areas 
where the personnel are unable to find the adequate facilities. 

The basis of our objection to commissaries is that they are estab- 
lished in areas where there is no legitimate need for them. Most of us 
assume that these Government subsidized and financed supermarkets 
exist only in remote areas. ‘This is not the case, as I will demonstrate 
to you. 

The operation of these stores is a classic example of Government 
competing with private business. At this time, when private indi- 
viduals and companies are being taxed to the highest extent in history 
when they are paying more in taxes than ever before, there is a most 
urgent need that the Government be prevented from competing 
with our citizens in earning their livelihood. 

I would like to present to you at this time a report from Dun & 
Bradstreet. I believe it is a well known company. I think their 
facts are fairly well founded. I have here a report from 260 member 
grocery and meat stores. ‘They show an average gross margin of 16.3 
percent at net profit of 2 percent before taxes for this branch of food 
retailing. Since that time the net profit has decreased. Their 
latest report, which is not out as yet, shows that this net profit has 
decreased. 

I can cite two examples which were published. One was the Safe- 
way Stores. Their net profit was one-half of 1 percent. 

Another California operation, the Mayfair Stores, happens to be a 
little less than one-half of 1 percent, and they operate on a 16 percent 
gross margin. 

The commissary pays no taxes, city, State or county. Our grocers 
are forced to do so. They are willing to do that. They like to do 
that. We believe that good government, good schools and everything 
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hand in hand with a comm nity. It is hard to compete against 
an operation like that 

I would like to cite another example with your permission. Let us 
say the committee here were partners in an operation, a store, and | 
owned the store across the street from you. Let us say my father 
owned the building and he said, “There is no reason for you to pay me 


rent You go ahead and operate the store.”’ 
Then he would say to me, ae rot some we rkers work ing for me 
and they will do your work ‘you. You do not have to pay any taxes 


on the block and do not have to worry about the transportation. We 
have a motor pool. I will take care of all your transportation from 
the railroads, the ships or wherever you need to transport your goods 
from.” 

You, in return, had to abide by all the fair trade laws, the Federal, 
State, county taxes. You had to pay your union help almost as much 
in a week, sometimes more, than I paid mine in a month. You had 
to pay for your transports ition, the tele phone bills, your light, your 
rent, your health and welfare 

I would like to say that I do not believe that you would compete 
with me very long. I think you would go out of business, and I 
think everyone else believes that everyone is entitled to a fair and 
honest profit. 

The operation of unjustified commissaries is, in our opinion, the 
worst example of Government in business. 

Not only is this bringing great harm and injury to thousands of 
businesses, but it is costing the Government many millions of dollars 
in the form of subsidies and in loss of tax revenues. 

I would like to state here that the grocery business—and these facts 
can be certified—operates on the least gross margin of practically any 
business in the United States today, and absolutely on the lowest 
net margin of any in the country. It is ve ry compe titive. 

In the State of Cailfornia we find that most complaints have come 
to us over commissaries operating in Castle Field Air Force Base 
adjacent to Merced and Atwater; naval ordnance test station at 
China Lake; Camp Pendleton Marine Depot at Oceanside; naval 
station at National City; and the naval air station on North Island, 
although there are over 30 commissaries there, as I understand it. 

With your permission, I would like to quote from a couple of letters. 
Here is a letter that was written to one of your Senators here in 
Ww pasieaians from the secretary of the California association. 

APRIL 28, 1953. 
Hon. Tuomas H. KvucuHeEt, 
United States Senator, Washington, D. C 

Dear Tom: Following receipt of your letter of April 14 our association made its 
own investigation of the situation as concerns the commissary at the naval ord- 
nance test station at China Lake, so I will try to answer your questions. 

First, as to the distance between the civilian workers’ homes and the commissary 
store, as well as the private-enterprise stores located off the base, this apparently 
is not a factor, because the commissary store is located so far away from the homes 


on the base that the civilians have to use an automobile whether they buy from 
the commissary or other stores outside the base. The distance would be approxi- 
mately the same. In other words, there is no housing immediately around the 
commissary store. Secondly, our representative reports that there is no public 


transportation available 

We understand that there are about 10,000 persons located on the base and the 
stores located off the base have developed their business and spent their good 
money on the potential possibility of securing business from the base. It is also 


per 


TPE LF 
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our understanding that the salaries paid to these civilian employees are most 
adequate and, therefore, if the commissary does not serve the purpose of a neces- 
sitv, the only purpose would be to sell merchandise at a lower cost to civilians 


who are adequately paid 


Our representative also informs us that the house rental to these civilian em 





pl yees 18S UNUSUALLY low, which presumably is to rve a an attraction to the 

job and we understand that these rentals also include the utilities V nave m 

complaint to find with this because we realize the need for this added a ue ! 
Wesp ke to some of the retaile located close to the base but they are reluet 

to discuss th 1 cet, and I ean under 1 their ition, because they do not 

wish to incur anv animosity with the civilians at the base and are very desirous of 

retaining a friendly feeling. However our association has been taking:a very 


active part in studying the general commissary picture throughout California 
because the situation has become quite competi 


ive and is seriously affecting 
private-enterprise operations in these respective areas throughout C 
It is our understanding that the China Lake Base is also negotiating with the 
Air Foree to combine their purchases and to own their merchandise at a lower 
price than that offered to our own privately operated stores 
We ask therefore that you recognize these facts as coming entirely from our 


fornia 





organization representing these retailers throughout California. I am sure that 
you are familiar with the statutes of the California Grocers Association and that 
it is truly representative of the food industry in this State In checking the report 


of our investigator we believe that the China Lake Base can well be served by 
private enterprise and appreciate your interest in this matter and your study of 
the facts as we have submitted them. 
Sincerely, 
CALIFORNIA Grocers ASSOCIATION, 
Birt D. HAapuLer, Secretary. 


I would like to quote from another letter regarding the personnel of 
Castle Field Air Force Base about which we have had several 
complaints. This is entitled ‘(Cease Doing Business With Local 


Merchants”: 


In accordance with a report submitted by field representatives of the California 
Grocers Association, certain personnel of the Castle Field Air Force Base ceased 
doing business with merchants in Merced and Atwater on grounds that these 
merchants protested the price of milk quoted to the Air Force base at 90.161 per 
quart, as compared to $0.1875 per quart, quoted to these retail stores. 

Such personnel of the Air Force base apparently objected to this pretest and 
in a number of cases discontinued doing business with those stores in the above 
mentioned communities 

One retailer reports that 10 commissioned officers closed their accounts in his 
store, giving as reasons that this retailer did not handle the brand of milk which 
was being served at the commissary store of this base. This retailer further 
reports that it was his opinion that this discontinuance of doing business with him 
was & means to express their protest to the attitude taken by the retailers 

Another retailer reports that several sergeants’ wives as well as wives of officers, 
both commissioned and noncommissioned, told this retailer and his employees 
that they were told by parties, whose names they would not disclose, that there 
was activity at the Castle Field Air Force Base to stop buying at certain stores 
in the Merced and Atwater areas. This retailer further reports that it became 
common talk on the streets in the entire vicinity as to the attitude taken at the 
base against these retailers 

Another retailer reports that a customer walked over to his milk case and 
surveyed his supply, observing that only a small supply of a certain brand of 
milk was handled by this retailer, and asked the question of why we had such a 
small supply. The retailer replied that that was the amount he needed to handle 
the call for this particular brand. The customer replied, ‘I think you fellows 
must be trying to put the pressure on the base for higher milk prices. You won’t 
see me again and you will lose from $200 to $300 a month from us.”” The retailer 
also reported that as a result of this attitude his business had dropped over 20 
percent per week, starting the second day of March 1953. 

Still another retailer reports that he had been told by some of the officers and 
enlisted personnel of the Castle Field Airbase that there was a boycott against 
certain stores in that vicinity. 
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F Another retailer in Merced reports that one of their regular customers told 
f his clerks that she was called on the telephone by a woman who advised her 
not to shop at this particular store any more. 

her Merced retailer reports as of March 7 that during the week of March 2 
a man from Castle Field Airbase, Merced, stopped in front of his milk case and 
asked the retailer to come over to the case After looking through the case, the 
customer could not find a certain brand of milk and asked the retailer why he did 
not handle it Che retailer reported that he was out of the product at that time, 
temporarily. The customer walked out of the store without making a purchase 








Che field representative of the California Grocers Association further reports 
that a sergeant from the base made a talk at the Merced High School, selecting 
a supjec n an open public-speaking class entitied “Why Castle Air Force Base 
Should Boycott the Grocery Stores that are not Cooperating with the Base.” 

Our fieldman also reports that 2 sergeants connected with the base told 1 retailer 
that on the 28th of February, when they received their pay, that they were told 
not to trade at specie store 

\nother retailer in Merced reports that he saw 1 woman buy 20 quarts of milk 


Retailers reported that the wife of a colonel told him that she was going to see 
that none of the group from Castle Field airbase came to his store Another 


retailer further reports that a major’s wife made a similar statement, charging 
that ft retailers were attemp close the commissar 
An advertisement appeared in the Modesto Bee, wherein a retailer included in 





his adve ement a notice t e effect that store wishes to declare itself 
tl la mil t é r at bas » did not and will 
not request that the price of certain items be raised at the base. However, we 
lid r that they lower ours so that, if you would purchase the same here you 
wo ul i} ) F i 
Our field representative contacted Col. G. F. Friedericks, base commander, 


and he reported that there was no problem before him up to that moment and 
that he was not acquainted with the action, alleged to have been taken, by certain 











pers el of the bass He ‘ her that he 10 business telling his 
‘ ) hat y 1 yr ma { » olf the base nd that nothing had been 
authorized by h 
The statements quoted above, as reported by retailers, are 1 statements 


held by our affiliated local association office in Fresno, copies of which have been 
submitted to our office 

I have another letter from Merced, Calif. A housewife has written 
a letter and this is whal she had to Say 
Dun’s SuPERMA 


> 7 
Bennett Road, Merced 





Calif 


GENTLEMEN: As a newcomer to the lovely community of Merced, I am out- 




















raged at the despicable attitude displayed by you as well as many of the other 
‘ cers, f ig shown to the servicer 1en and their wives and families 
Of cour vou are well aware ol the subject under fire. In the event that the 
T S l I Wii a t oO 
The s ect for discuss is the I on Challenge Milk Dairy. This ban has 
een re é ) the mar f whic vo ‘e one to force Challe nge 
Dairy to discontinue providing 1 for servicemen and their families at a dis- 
ct I Ca Air Force B 
ire you heard ble of the man who bit off his nose to spite his 
face Well, N Nose, how do you like the thing you see looking back at you 
w! t 1 lo { | gias 
( wn to rs a ( t vhi¢ is the only | business- 
n ( I r \ t his re ion, or political s may be, 
let me v you how you have hurt yourself where it hurts most—in your pocket- 
bo registe 
In America where each one can fight back, the servicemen and their families 
have fought ick, as a glane t your profit-and-loss statement for the past year 
é | 1953 show 


We, the women of Merced, the wives of the men at Castle Air Force Base, 


ha lat Book @ 3 “ go 4 ur Ov 
N v badly we 1 need a loaf of bread, or a pound of butter, we 
will do wit t it until we can get it from a grocer who is sympathetic to our 
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Perhaps this attitude of ours may mean walking an extra mile but we 
to do it Who was it said ‘‘Walking is good for the figure 

When you come right down t« it, whe deserves a better rea thar lI 
men? It is because of them that the likes of vou are able to « tir mat 
almight buck in a safe, sure, and free America Whether vou are a ¢ 
not, just remember, America does not discriminate, why | 

‘The next time you think of boycott gy think twice W it Will VO 


lose by being un-American 

On behalf of all the servicemen and their wi 

ee: The Merced Sun-Star 

Now I have some details on the milk that the commissaries are 
getting. These are on bids t 
The highest bid on those isa 


» various air stations by the dairies 


out 14% cents. the lowest bid of the 


Presidio camp in San Francisco is 13.7 cents That is a quart 
milk in the same container that the grocery store has to sell At the 


same time I would like to give you a list of dairies in San Diego 
For example, Arden’s Dairy, they list here the grocer’s name and what 
the grocer pays for it. It is 19% cents. He must pay that according 


to law. He must sell it at 21% cents, according to law, and right on 


the back of this Arden Dairy folder it say: 


The p! es are the I I nun pt Ce ror! k L. ul 1} the 5 ard ) IK 
Contr f the California State Department of Ag iI 
; : ‘ +7) a5 
We cannot compete with 13'4-cent milk ihe Government won’t 
let us 
: 1 t 17? , th} } ] T 
Going on, I would like to get down to som hing although I am 


mentioning California I am most familiar with San Diego and I would 


like to use this as an example ith your permission 

In June of 1952 the Navy Department opened a commissary on th 
grounds of the Naval Air Station on North Island, adjoining Coronado 
and San Diego, Calif. 

This is not a remote, isolated military establishment. By the way, 
Coronado has a population of 15,000 to 16,000 people. Itis bound on 
3 sides by water and is about 4 miles square. It immediate ly adjoins 


the city of Coronado and has ; 
gate. Coronado’s main business district, less than a mile from 
air station, has complete shopping facilities, including local bran« 
of two national chain stores—A. & P. and Safeway. With your 
permission I will display this map of Coronado. | would like to show 
you the housing project which is on the far side of Coronado The 


commissary 1s on the opposite side. The V have to cross the main 


I 
1] grocery stores within 1 mile of its 
the 
h 

hes 


street of Coronado where the stores are to get to the commissary. 
Some of them are charge and delivery accounts. There is a little 
extra in the way of a tip. We tip waiters. That is for the service. 
We agree that service is something we should pay for. They do charg 
something extra, Dut when that commissary was Opened 1l was aid 
that you could go to the commissary for a 60-cent cab fare. I am 
positive that on looking through the figures that the figures would be 
less than 60 cents and the delivery would be made by the woman only 
picking up her telephone and calling her grocery store. 

Most of the patrons of the naval commissary live closer to the 
commercial stores in the vicinity than to the commissary itself. Only 
48 families live at the naval air station. Certainly there is no justi- 
fication for the Government’s opening a supermarket to serve 48 
families. This place, by the way, is called a branch of another store 
that I am going to come to later. 
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It is estimated that this commissary alone, is distributing $2,500,000 
worth of food annually. And mind you, there are only 16,000 on 
Coronado. ‘The committee can undoubtedly secure from the Navy 
Department the exact amount handled by this commissary. To date, 
the Nav J has kept information regarding the commissary as secret as 
the most closely guarded classified material. One woman customer 
of the commissary says that she was told that her commissary card 
would be torn up if she divulged to anyone the prices charged by the 
cormmissary or any other information regarding its operation. And 
I have a tape recording of this conversation which took place between 
this woman and one of our group, and I have her name and address 
and she refused to quote anything. 

A little thing that aggravated the merchants in that area is that 
the commissary has been soliciting business. We don’t think that 
the Government should solicit the grocery business. Cardholders 
were warned that if they did not use their cards they would be 
canceled 

Paying nothing for wages, using many enlisted men as clerks at 
taxpayers’ expense, the naval air station commissary is selling milk 
at 17 cents per quart while other grocers are forced by the State of 
California to charge 21% cents, sells bread for 20 cents while grocers 
must charge 24 cents, and sells Heinz catsup for 15 cents while other 
grocers have to pay 20 cents for it at wholesale. <A lieutenant at one 
of the stations, and I can quote him and I have his name, stated that 
they used 2% men to every 1 used in a regulation store. He was 


asked the q 1estion why He said, “Well, most of our people are 
inexperienced. They do not want to work here. They join the serv- 
ice to fight and that is what they want to do.” 
[ said, ‘Do you pay them anything besides the Navy pay?” 
He si: “No, lI we hi I ) pay anything ve could pot operate the 
om! I 
He Vas a ke | how many men he u d In & me th and he said, 
T di m the pool 12 per month.” 
as asked if anything was charged for ] ing up merchandise 
j That , n { } Nig 1 
That seems to us pretty stiff competition and it seems like it is 
costing the taxpavers and t} Government something they shouldn’t 
paving int 
he Naval Air Station is selling milk at 17 cents a quart. Now we 
think San Diego is base to a great extent on the military personnel. 
We like them and we think they are a great part of our community. 
It e people who use the commissary that are putting this 


} l not tl 
situation hefore you LOoaGa\ It creates a situati n which is very 
un] leasant. For instance how can a woman who goes to that com- 
missary and pays 17 cents for that quart of milk and then comes into 
the grocery store and he charges her 21 cents for the same quart of 
ml vhat do you thin happe ? 

r elling Fords for $1,500 and you as a private 
ing for $2,000, they would think that you 


0 


f the Government were s 
| ] | > a > 1] 
automobile dealer were sell 
are a crook 
Now one-half of one percent is no profit in that business. It costs 
you from $500,000 to $1,500,000 to open up a good supermarket and 
much of that is spent in service to the consumers. 
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For instance, at Camp Pendleton one of our major bakeries delivers 
bread there. They have a contract for that. The officer there is 
very congenial and he likes to help out. So when the bread man gets 
there early in the morning they put his bread on the shelves and leave 
it there until 10 o’clock and then they bring in the breads that they 
bake. He gets about $400 worth of business a month. The manager 
of the bakery quoted those figures. And now we sell their bread 
for 20 cents. But the bread that is being baked at Camp Pendleton 
is sold at 10 cents aloaf. This baker’s bread stops selling immedi: _ ly 
after 10 o’clock. They told him they would not quote it actually but 
they said ‘We sell probably 3 to 4 times as much bread as you do at 
10 cents.” 

Then when they run out of bread in the afternoon the baker’s bread 
again picks up. If he is selling $400 worth of bread and they are 
selling 3 or 4 times as much, that is quite a business for bread in a store. 
Any one of my members wish they had it, believe me. 

Now another item, Heinz Catsup sells there for 15 cents a bottle. 
Now I know this to be correct, and by the way if anybody would like 
to buy anything at the commissary I will be happy to get it for you. 
It can be done. Anyway, the commissary sells this catsup for 15 
cents a bottle and I know from having seen invoices that the grocer 
has to pay 20 cents a bottle wholesale for it. He has to pay that. 
That isn’t what he sells it for. 

Now for a little illustration here. I have two surveys. Copies 


are available and I would like you to have them ‘These prices | ere, 
better than ‘$20 of this merchandise was purchased for me the day : 
left. The rest of them the purchaser picked out the prices while 

the store. This adds up to $32.23 bouaht at the commissary. Bought 
at the Safeway Store within less thao 1 mile of the commissary of 
Coronado we went over and checked these prices It amounts to 
$36.35. That makes $4.12 difference, or according to my figures, a 
saving of 12.78 percent or 12% percent. According to the information 


we have you must save 16.2 percent to establish a commissary 


Now , fOINng through some of the prices we obtain d the week bef re, 
the officer said he could change his prices as he saw fit. I would like 
to give you a list on whicl I have marked 24 items out of approxi- 
mately 40 which were sold at the commissary in Coronado below the 
cost to the crocer himself when he buys th m, below the cost the erocer 
pays for them. We cannot compete with something like that. I do 
not believe, again, that is the fault of the service personnel. If they 
are going to get benefits like that, let us give them more pay so that 
everyone gets it. Let us not make it something of that nature. 
Honest business cannot compete with it. 

We have here an illustration of why the Government going into 
business at public e ‘xpense puts taxpaying r businessmen out of business 

In a conference with naval officers before the opening of the Naval 
Air Station Commissary at Coronado, a promine nt businessman (not 
grocer), father of a navy enlisted man, aptly warned: 


‘When a community is built up even as a result of the Armed Forces. such as 
Coronado, and then when the Armed Forces come in where there are already ad 
quate facilities, through the establishment of commissaries, wipes out the very 
foundation of private enterprise, you are destroying a community, and I feel 


very strongly that it is wrong.” 
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[ think those words are aptly put, better than I could put them 
by far 

I have just described why the new commissary at Coronado is 
completely unjustified. In view of this you will find it hard to be- 
lieve that the Navy also operates another commissary only 4 miles 
away from Coronado. 

It is located at the naval station, National City, just across the 
Bay from Coronado, and within easy driving distance of the entire 
San Diego metropolitan area with a population of more than 400,000. 
Congressman Bob Wilson informs me I am far from correct on that 
population of San Diego. The population of the county is upwards 
of 750.000 

The naval station commissary was opened in 1951. Previously, 
a commissary at the llth Naval District Headquarters, San Diego, 
had been closed on instructions from the Navy Department, in ac- 
cordance with criteria. 

Its customers come from miles around, past literally. hundreds of 





adequate and reasonably priced grocery stores. As far as we can tell 
there are no families living at the naval station. There are over 
840 grocery stores in the San Diego area A housing project not far 
away is adequately served by nearby shopping districts 

Commercial prices can certa nly be no justific ation for opening either 
commissary at Government expense. We believe that any fair price 
survey will show food prices in San Diego and National City to be as 
low as anywhere in the countr San Diego has for many years been 
considered one of the most competitive grocery markets in the Nation. 
If the established criteria can be so misinterpreted by the Armed Forces 
as to authorize the opening of commissaries at the naval station and 
naval air station in the San Diego area, such Government operated 
supermarkets can be opened in almost every city in the country. I 
have gone through the file and we have 1,000 or so letters and reports 
on this over a period of 3 years. I have never seen a thing on paper 


objecting to the 1 project in San Diego at that time, but when they 
put 2 in then the fur began to fly 

We can only diaw from San Diego and the surrounding district 
there. So it has been very, very competitive 

Another thing not takea into consideration in the establishment of 
commissaries is that 60 to 65 perceat of the business done at the retail 
level is done on the weekend or, as we would say, during the sale 
period. Usually it is Thursday, Friday, and Saturday and some 
stores are getting away from it because some stores are doing it on 
Mondays and Wednesdays, double-stamp days. Prices are very, 
very competitive. They are competitive with each other. 

A statement has been made that a commissary is a part of the 
pay of the personnel. How about the Navy personnel who are 20 
miles away or so, who cannot benefit from the commissary? Admiral 
Baker said unless he got a commissary for his personnel and the re- 
tired personnel in Coronado it was discrimination against his group. 
He got the commissary. 

This flagrant violation of the intent of Congress in California is 
probably the reason why the State Legislature of California last week 
memorialized Congress to review the conditions under which such 
Government-owned grocery stores are operated. I should like to in- 
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troduce for the record a copy of Assembly Joint Resolution No. 9, 
adopted by the California State Legislature on May 29, 1953. 

Mrs. Harpen. Without objection, the resolution will be inserted 
in the record 

‘The resolution referred to above is as follows: 


























states armed sert con j ¢ the C f nt a? 
Whereas there is be¢ estal she I the A r sé ¢ Co! 
House Repti SE il es of the (4 I Ss i e | ed States a ( 
Deter ing the I LLsnhme and D Dis Arme S ( 
sa otores 1na 
Whereas said teria are ised upon eA ed Ser es Co ry S 
Regulations containi the foll provisi« 
1-301 General I \ | ( I ( ( { SDa 
be authorized ( 1¢ ate ¢ i a sa ( 
available and erchandise at rea ble } 
I ich ser ( ri e date of t S re Watlo! S 
examine on an ea mt! Ssar § re ! perat a i 
a determina { ( ect for 1 < ] ‘ 
months trom Te ( if ruiat 1 Jal ( i i 
there ufter, eac sery i ( Ln ( 1 tual SIs the ¢ il 
stores that uve een a zed W he l i at the eces 7 
llssary store longer exist e au ity | shall be vy 
] Q2 Disestablishm«e ‘ Com! Sary > ( ssar S f 
operat ireas where ha ¢ lé ned that ade é e! i 
are ( eniently ava ea ell commissary mer i se at re I f ¢ 
shall be dises ed on or befor wnuar | ( ( ssar\ tor 
que tl 1 e! ned pe lh oper: s 1reas De¢€ ises l 
60 days from the dat Le ninat 
Whereas is believed é I lying pur yf said us 1 
teria is to restrict the operation of commissary stores to areas and n iry s ice 
establishments where adequate commercial facilities were not available; and 
Whereas it is generally recognized that it is for e be interests of the Count 
that usual commercial facilities conducted by priva nterprise be 
supply and serve the entire population, including 1 forces ¢ 
isual commercial facilities are available and e to perf such su] ul cl 
service function; and 
Whereas it is generally believed that the operation of armed s¢ es ¢ i 
stores is carried on solely as an auxiliary function of the said armed ser 
any desire by the United States Government to compete with individual re 
business; and 
Whereas through the operation and experience acquired since the a 
of said criteria, it has become apparent that certain improvements can be ma 
in the said criteria and the application thereof which will not only contribute to 


and aid the functioning of the said commissary branches of the armed 
but also prevent hardship and undesirable governmental competition with usua 


private commercial facilities: Now, therefore, be it 


Resolved by the Assembly and Senate of the State of California, jointly, That the 
policy of said regulations and criteria be more closely followed and complied 
in practice and that in accordance therewith the armed services of the | ed 


States be requested to review and reexamine the commissary stores establis 
in California with the purpose of determining the necessity for the further co1 
tinuance of many thereof which are claimed to exist where adequate commercial 
facilities exist and are conducted by private enterprise near such military insté 
lations and are now conveniently available to the military personnel there located 
and their necessities of service for such commercial facilities, and that suc 
commissary stores be discontinued in accordance with such regulations and 
criteria where their further maintenance is not in accordance therewith; and bs 
it further 








35810—53—pt. 1——12 
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Resolved, That Congress be urged to amend the present law, regulation, or 
may be necessary, to provide that such government commissary stores 
clude in their oper tion costs the services for labor to be added to the in- 
voice cost of the commodity and such labor costs recovered on all sales made, 
by placing this service cost where it properly belongs and not upon the 
f the taxpayer of this Country; and be it further 
Resolved, That said criteria be amended to provide that all questions of adequacy 
f existing commercial facilities be determined on the basis of a survey made by 
1 board of not less than three referees; and be it further 
Resa eda Phat all purchs ses and sales made by the commissary store be in 
formity with federal, state, and municipal laws applicable to the area where 
iid commissary store is established; and be it further 
Resolved, That the Chief Clerk of the Assembly be hereby directed to transmit 
opies of this resolution to the Armed Services Committee of the House of Repre- 
tatives of the Congress of the United States and each member thereof, to the 
rmed services and to each Senator and Representative from California in the 
Congress of the United States 
Speaker of the Assembly 
President of the Senate. 


Secretary of Slate. 
Houumpay. I have here a certified account of a grocery 


) store 
rated DY 


three brothers Now it is two. One brother sold out 
because the three couldn’t make & living at it. On month before the 
‘on issary opened, the store made a profit of $1,443.97. After the 


ymmissary opened, the loss was $2,155.20. It is certified and broken 

own as to how it came about: Taxes, auditing, legal depreciation, 

avroll taxes, vacations accrued, office expense, deliveries advertising, 
lebts, wages It is all here. 


is concludes my statement [ wish to thank the committee for 


iving me the opportunit Vy to appear here today 
The problem J have just outlined is a very serious one to thousands 


< 


retailers throughout the country. The two telecrams will bear 
at out We trust that this committee will recognize the need for 
ing commissaries that are not needed and requiring those that 
ure needed to operate on a self-supporting basis. In that way all the 


rs Wu be given rel and our private enterprise system will 


3 i 
be enc aged and promoted 


I do not believe there is a businessman in the country or the United 


es who objects to anywhere near an even fight. Thank you. 

M Harpen. Thank vou, Mr. Holliday, for vour interesting and 
informative statement. Do you have any questions, Mr. Osmers? 

Mr. Osmers. I think Mr. Holliday has made a very fine statement. 
[ think most of the facts that he has presented here are so self-evident 
und the conclusions are so obvious that there is not very much to 
question about. I think it must make a very difficult situation for 
retail merchants irying to operate in competition WV ith the Govern- 


I was rather impressed b a letter I found on the table from the 

ster of the proprietor of a small grocery store in National City, 
Calif., and they have just about been knocked out of business. 

She told about a sailor who walked in and asked for the price of a 
popular brand of canned milk and she quoted him a price of $6.98 
for a case. He walked out in a huff and informed her that he could 
uy it at the commissary for $6.40. It cost her $6.46 
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On that very unfair basis those merchants are not going to last 
very long. . 

Mrs. Harpen. Would you mind reading that entire letter, Mr 
Osmers? 

Mr. Osmers. I don’t think I will take the time of the committee to 
read it all unless you want it. I think it certainly ought to be part 
of the record. 

(The letter referred to follows:) 


CasH AND CARRY MARKET, 


National Cit , Ca Pe June , 19585 
Mrs. Cecitt HARDEN, 
House of Re presentatives, Washington,  € 
Dear Mrs. HarpeEn: I have heard that you are the chairman of the n- 
gressional committee that is hearing the matter of Navy commissaries in the Sar 
Diego area. Please pardon anv error in the spelliz gf of your rit L r 4 





led to write vou. 


I will try to make this letter as brief as I possibly can but this is a matter that 


heard it mentioned once and deci 














I have given a great deal of thought to and now that there are hearings being 
held on it, I think I will find it rather hard to limit myself to a few sentences on 
the subject. 

First a bit of our background My brother, after serving 6 years in the Army, 
came to California from Massachusetts in 1948. He found the climate better 
for his health and the latter part of 1949 he purchased a grocery store here in 
National City. He ran far into debt to do it plus the savings of my father and 
mother which they gladly gave hin My father, mother, and I came out he 
shortly thereafter. I gave up my work to help him get started. For the first 
year or so we Were making excellent progress toward getting our debts paid off and 
vere looking forward to a bright future. He was contemplating marriage 1 
it was my hope that I would be able to get back to the work I would have preferred 
to do Then the Navy commissaries opened up and being located in a predor 
nantly Navy neighborhood found that there was a sudden change in everythi 
For 2 years now we have struggled to hold our heads above water We have 
the usual competition from large chain outfits but on comparable merchar 

e find we can compete with them but with the ymmiussaries it 1s 
impos ible to compete 

Let me cite you one exal ple a sailor walked in and asked me, not ) 
io, the price of a case popular brand of canned milk. I quoted him a price 
of $6.98 He walked out in a huff informing me that he could buy it a 
commissary for 56.40 It costs me $6.46 to buy and I was figuring les han a 
0 percent markup. Is that too much toask? I cot ist instance after 4 
of this sort but they would all amount to the same thing Govern! 
petition with small business, or la for that matte fair 
ly brother and | work 7 days a an average of 12 hours a day be 
we cannot afford to hire anvone | Ss We have 5 i 

iu iat is e only day we do any busines the commissar 

We ive great deal at Ake My brother still « ifford to g | 
my conscience does not pr l e to leave him hold e | rst 1 
ely on us bot What little they were able to accumulate over a lifetimes 
work is tied up in our small busine 

I cannot figure out why this discrimination. Why is the Navy 
officers of all grades and retired people, given this special privilege? W1 
houldn’t all veterans be given commissaries cards? The Loo §s ved the | ted 
States but they saw fit to get out when they were no longer needed to ma tnel 
livelihood elsewhere My brother too risked his life serving his country Why 
now is he being discriminated against by it? 

I am afraid, Mrs. Harden, that if something isn’t done soon to relieve 
situatior ve and many like us will be forced out of busine Possibly we 
individuals are not too important, but it shows a trend in a direction that 
regrettable A small-business man can no longer make a living He is ca 
a squeeze, all Government made. High taxes on one side, part of whi pe 


the commissaries which are squeezing him on the other side 


I hope, Mrs. Harden, that you and your committee will see fit to relieve 


situation in some way. We don’t ask for a thing we as loyal citizens and tax- 
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pavers are not titled t We are willing to work and work hard but we want to 


N aretur I endea : | pe this will merit r deep consideration 


ADELI \. ASMER. 


Mr. Hoxurpay. I would be happy to supply you with lots of letters 


like that 

In the previous position taken in the establishment of commissaries 
on that particular instance, and this is it word for word with Admiral 
Baker and vario officials of San Diego, the statement was made 
that many of these service people had no cars and no way to get to 
the commissary and had to take taxicabs 

I tried to get some pictures. Unfortunately, the photographer 
could not get them when they wanted to. We were down there the 





day aiter payday. The commissary lot at National City holds 
ipproximately 500 cars. [t was full and we counted 150 cars in line 
waiting to get into that commissary. I mean Cadillacs and Buicks 
One lady said it took her 4 hours to get into the commissary. She 
spent $10 for groceries. If she paid 12 percent, it must have cost her 
tWl that to get there 


Mr. Osmers. May I ask this question; you made the statement 
before that you could obtain these things at the store, though I 
assume you do not have a card 

Mr. Houturpay. No; I do not have a ecard 

Mr. Osmers. ( have heard repeated charges that nonauthorized 
personnel are able to get things from the commissary through friends 
and have others purchas« it for them 

\lr. Hoxturpay. I could give you a very good example of that. | 


have the man’s name. He is a store manager for another company. 


There are six houses in his block. Five of them get their merchandise 
from the commissary. Only two of those people are members olf 
the armed services. One works at North Island. The captain is in 
charge of a unit and buys the goods at the commissary and puts them 
in his car in the parking lot. 


Mr. Osmers. When you find unauthorized personnel getting food 
at commissaries that is doubly unfair to the local merchants 

Mr. Hoturmpay. Incidentally, of the 11 stores on Coronado 10 are 
for sale and you can buy them at a substantial discount. One of 
them, his wife was working in the backyard not so long ago and a 


new couple moved in and the lady leaned over the fence and said 


‘l am going over to the commissary. Can | get you anything?” 
The woman almost had a stroke 
Mr. J o00Ks. Do | understand that you feel that all commissaries 
that sell to service personnel in a city where there are one or more 
rrocery stores within reasonable driving distance should be closed? 
Mr. Hoxiurmay. I did not mean it that way. I would say where 
there are adequate and competitive chances. Now you take places 


where there are 4 or 5 little ““Mom and Pop” stores that are not 
competitive. I do not mean it that way at all. There are many 
instances where those commissaries are necessary. 

Mr. Brooks. But you mean in Coronado or in the San Diego are: 
they should close out all the commissaries? 

Mr. Houurpay. Not necessarily. I do not want to quote it myself 
as saying that. 

Mr. Brooks. You do not want to do away with them? 
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Mr. Houurpay. Let us put it this way; we are not against the 
Navy having commissaries. 

Mr. Brooks. You are not against the Navy having commissaries? 

Mr. Houuipay. No. I think there is a place for them, adequately 
operated. There are two of them in San Diego and that is at least 
one too many. The location of the one in National City, the people 
on the far side of the town, that commissary does not come under the 
circumstances set up in the criteria. It says it must be so many 
minutes and so many miles away from the people who are going to 
use it. In a metropolitan area like San Diego, everybody in that 
town cannot qualify to get to that commissary and use it. 

Mr. Brooks. You think one of the two commissaries that are in 
the San Diego area should be closed up? 

Mr. Houurpay. I personally think one of them should be closed up. 

Mr. Brooxs. Thank you. Do you think the other one should be 
closed? 

Mr. Houurpay. I don’t think there is any need for it. 

Mr. Brooks. You do not think there is any need in the San Diego 
area for a commissary at all? 

Mr. Houupay. If the service personnel are underpaid, I think 
there should be some provision made to take care of that. I think 
the service personnel should get everything they are entitled to. 
I was in the service myself. I was not drafted. I joined. 

Mr. Brooks. So were a lot of us in the service. 

Mrs. Harpen. Mr. Pilcher, do you have any questions? 

Mr. Prtcuer. No questions. 

Mrs. Harpen. Mr. Ward. 

Mr. Warp. How was this list selected, this price survey of June 9, 
1953? 


(Price survey list follows:) 





Item Size sary Retail 
d 2 ~ 
$ 20 
8 ] 14 
real s 17 
n Bra 0 1¢ 18 
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21 
Coff 
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Hil 10. 2 1.72 
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49 
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16 
14 
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pay. Classing that as a price list would not be quite right 





Mi 
Mi 


HOLLIDAY 
\\ ARD 


try 


It WAS J ist to § 
What did they 


Warp. Was it done on a sample basis or what was the method 
these particular items? 





‘o in and buy so many items. 


to select? 
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Mr. Hoturmpay. They tried to select a cross-section of what th 
average user would buy. If you went in there to buy general item 
such as soap, butter. and Crisco. 

Mr. Warp. As far as you know this is an average condition reflected 
by this price list? 

Mr. Houuipay. Yes, sir. You will notice on the other list where 
we talk about less than cost and this list shows that there are littl 
discrepancies. | have had price lists over the various periods of time 
Kvery month we get certain prices. As the operator of that particular 
store said, he said that he is the sole judge of what he charges within 
reason. At one time they had quite a lot of one item that sold at 3 for 
23 cents. He sold them at 5 cents aplece because he had overordered 

(Confidential survey list follows: 


Confidential price survey 


Product cost to ry 


Bread-Lagendorf-W onder 





Milk, quart i 1192 17 
Campbe!l’s Soup 1 1537 15 
Tide, Large 1. 2766 2 

Tide, Giant 664 62 
Round Steak 3}4-4-pound package 2. 76 
Sugar 10 pounds 97 /2 
Van-O Liquid Starch 1. 1983 19 
Del Monte Corn No. 303 157H“e ¢ 
N ADKIT 

Oleo (all 1, 275 2 

spam 1445 422 
Salt 87514 9 
Hamburger, 1 pound 

Can Milk 1345 i 
Klenex 1964 

Butter 1. 74 

Cigarettes 1. 65+. O€ 1. 75 
Del Monte Solid 77544 

Pack Tomatoes No. 303 g 
French’s Instant 28 

Potatoes 28 
Underwood’s Deviled Meats 1658 x 
Dr. Ross Dog Food 1154 

Puffed Rice 11462 1 
Cheerios (Family Size 2104 2 
S & W Baked Beans, Large 2329 

Armour Corned Beef Hash No. 1 272 2 

24-Ounce Log Cabin Syrup 1, 4529 44 
Dried Beef 24% ounces. . 2791 31 
S & W Brown Bread l ( 
Del Monte Stewed Tomatoe 1775 . 
Hunt’s New Potatoes 09 

Knox Gelatin M4 2 

National Crackers, 2 pounds j 

Crisco, 3 pound R641 st 
Wesson Oil, quart 654 62 
Planter’s Peanut Oil, quart 8225 79 
Quaker Oats, Large 533 3 

Kellogg’s Corn Flakes, Large 762 19 
Borden’s Mayonnaise, quart 5858 Be 
Best Foods Mayonnaise A75Y 8 
Gerber’s B iby Food Ss 3, 23 
Libby’s Pineapple Juice, 46 ounces 2 

Libby’s Crushed Pineapple No. 2 1, 228 2 

Heinz Ketchup 1. 20 1 





Denotes below cost to retailer 
3 For 3. 


Mr. Warp. Do you feel that it is possible to correct an unfair 
situation without placing some penalty in legislation? 

Mr. Houuipay. Not being too familiar with legislation, it is hard to 
say. 
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Mr. Warp. And unauthorized use? 

Mr. Houuipay. It is possible now. I don’t know how those things 
can operate. It is my understanding that the criteria is more than 
anything else an agreement in 1948 or 1949. 

Mr. Warp. How would you stop the unauthorized use of the com- 
missary? 

Mr. Houumay. That is a hard one to answer. Human nature is the 
same, you want something for nothing. Everyone will do something 
for a neighbor. You have a fellow who comes over to your house for 
dinner and maybe a drink with you, he will do you a favor. 

Mr. Warp. That is correct, but how would you stop it if it is 
unauthorized? 

Mr. Houuipay. I don’t know of any law you could pass or any stiff 
penalty you could pass unless it was a dishonorable discharge or some- 
thing heavy enough to carry its weight. The main thing for the busi- 
nessman is not the fact that the buy ing public is taking advantage of it, 
but we feel that the pricing and the operation of this is not correct. 
The Government is paying a terrific burden on the operation of this. 

Mr. Warp. You think that all the direct and indirect costs should 
be shown and if they are brought in it will correct most of those 
difficulties? 

Mr. Houuimpay. Even a minimum of those would correct the dif- 
ficulty. Something should be charged against the operation of a 
commissary store. The city and the county and the State do not 
receive anything from the sales. Therefore, when the outside per- 
sonnel are breaking the law they are in a sense breaking the law too, 
because they are not paying the sales tax. 

Mr. Warp. That is all. 

Mrs. Harpen. Mr. Pilcher? 

Mr. Pitcuer. Have you got any idea of the percentage of the work- 
ing manpower of San Diego that is military? In other words, if they 
moved out of the military installation in San Diego, what effect would 
it have? 

Mr. Houuipay. At the present time it would be one of the worst 
things. You would see a community dissolve. We appreciate the 
Navy, but it is, | might put it this way—no, let us leave it that way. 

Mr. Piucuer. I agree with you on some of your arguments, but 
haven’t lots of these large chain stores moved into the military installa- 
tions like that and kind of exploited it, going in on a big scale with the 
sole purpose of getting military personnel business? 

Mr. Houurpay. Yes, that is only natural. Their prices are very 
competitive. They are low and pay a terrific amount of taxes. 

Mr. Pincuer. If civilians are buying merchandise at these stores, I 
think that is wrong. But the morale of our military right now is this 
way, we get lots more letters from people wanting to get out of the 
service than from those wanting to get into the service. Even if they 
do get a little saving on a pair of shoes, they would all swap that saving 
rather than stay in the service 

Mr. Houuipay. That is right and they would all swap it on a couple 
of dollars on the pay check 

Mr. Pitcner. | agree with you that these stores should not sell to 
civilians, but so far as the actual saving to the boy in uniform now, I 
think most people would be glad to see him get some little saving. 
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Mr. Hoturpay. That is right. I think the military man should get 
everything he does. I do not blame the military personnel for 
putting up this fight. Il thik there is something wrong with the 
operation of the commissary. 

Mr. Pitrcuer. In other words, these stores have tried to build up 
the morale and make it attractive to the boys to want to stay in 
service. 

Mr. Houuipay. Let us Say that the commissaries are based the same 
as the rent that was discussed this morning. Let us say that the 
cross section of the community in San Diego, that a cross section of 
those prices were taken every week or every month and so much less 
than that, 5 percent or a certain figure would be in savings, then you 
would have something to go on. But the same way it is operated 
here it varies so much that vou don’t know what it will be. 

Mr. Pircner. Where do the military get their milk that they can 
sell at the price they do? 

Mr. Houuipay. It is on a bid basis. The law says the dairy cannot 
sell that surplus milk to retail outlets. 

Mr. Pincuer. The prices that the retailers in California pay the 
dairies, that is because of the California law and the Federal Govern- 
ment hasn’t anything to do with that. That is your State-controlled 
milk board. 

Mr. Hoxiurpay. Yes, sir. 

Mr. Pincuer. The Federal Government doesn’t have anything to 
do with that price. 

Mr. Houuipay. That is right. But there again your commissary 
is not subject to those prices. 

Mr. Pitcuer. Isn’t the milk situation a problem of California? If 
your milk board determines your milk price and it permits the milk 
to be sold to the commissary at a less price than to the retail merchants, 
that is the work of the California board. 

Mr. Houuipay. We are concerned because the commissaries are in 
California and even though it is the California law it is still California 
law and we cannot do anything about it. 

Mr. Pitcuer. Your milk is more of a local problem. 

Mr. Houuipay. That is true and other States go somewhat along 
the same line. For instance, the commissary pays no attention to the 
fair traded items. And yet the retail outlets must pay so much for 
them. 

Mr. Pitcuer. That is under a State law in accordance with the 
manufacturers’ price list submitted to the State, is that correct? 

Mr. Houurpay. It is a State fair trade law, but isn’t there a Federal 
law too? There have been some Federal lawsuits, I know. 

Mr. Brooks. I think it was adopted by the State of California. 

Mr. Houuipay. For instance, I know the Lilly Co. is suing a big 
company in New Orleans and also in New York two of the big depart- 
ment stores had a lawsuit over the fountain pens and razor blades and 
toaster. 

Mr. Brooks. Isn’t the fair trade law adopted by the State of 
California? 

Mr. Houuipay. Yes. 

Mrs. Harpen. Have you finished, Mr. Brooks? 

Mr. Brooks. Yes. 
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Mrs. Harpen. Mr. Pilcher? 

Mr. Pitcuer. No questions. 

Mrs. Harpgen. What taxes do you estimate are lost to your State 
through the competition of Government commissaries? 

Mr. Houuipay. Well, actually if they do anywhere near the figures 
we had here at the commissary, 3% percent of that would be a tax 
collectible by the city and the county, and that is pretty close to 
$10 million a year, the figure used there. Three and one-half percent 
of that would be collected in city and county taxes alone. 

Mrs. HarpeEn. Some of us have visited several of the Government’s 
coffee roasting plants. Have you noticed any competition from 
Government coffee roasting plants? 

Mr. Houurpay. Well, no. We do not have that problem locally 
there to any extent. The major brands seem to be doing a very good 
business. People would like to buy major brands, according to the 
figures 

Mrs. Harpen. What other Government-manufactured items are 
sold in the commissary? 

Mr. Houuipay. They used to sell candy and chewing gum but the 
post exchange and the ships service stores got very angry about 
them because they were selling them too cheaply and made them 
discontinue them 

Mrs. Harprn. Do you have any questions, Mr. Meader? 

Mr. Mraper. No, Madam Chairman. 

Mrs. Harpvren. We have with us our distinguished Congressman, 
Mr. Bob Wilson from California. Do you care to make a statement? 
Congressman Bos Wiison. Thank you, Madam Chairman. I am 
just an interested spectator 

Mr. Brooks. What is the population of San Diego County? 

Congressman Wiison. The population is estimated at 750,000, with 
a metropolitan population around 600,000. 

Mr. Brooks. 750,000 is the county and 600,000 is the city? Con- 
gressman Wilson, | wondered what number of service personnel we 
have there within the county or at the naval air station. 

Congressman Witson. I am just guessing, but I would say 100,000. 

Mr. Brooks. Apparently then that would make up possibly one- 
seventh of the total purchasing power for that area, wouldn’t it, the 


l 
} ») 


ilitary personnel 
Congressman Wiison. There is quite a retired mi 
there that is eligible to buy 

Mrs. Harven. Mr. Holliday, the members of the committee appre- 
ciate your coming and so ably presenting the views of the California 


litary personnel 


Retail Grocers Association 
Mr. Houurmay. Thank you very much 

Mrs. Harpen. We have with us Mr. James A. Campbell, president 
of the American Federation of Government Employees. 

Please take the oath 

Do you solemnly swear or affirm that the testimony which you 
will give at this hearing will be the truth, the whole truth, and nothing 
but the truth, so help you God? 

Mr. CampBELL. I do. 

Mrs. Harpren. You may proceed 


i 
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TESTIMONY OF JAMES A. CAMPBELL, NATIONAL PRESIDENT, 
AMERICAN FEDERATION OF GOVERNMENT EMPLOYEES 


Mr. CAMPBELL. My name is James A. Campbell. I represent the 
American Federation of Government Employees with a membership 
of about 60,000 employees, employed in various departments and 
establishments of the Government. 

With your permission, Madam Chairman, I will submit a written 
statement before the closing time of these hearings. We just learned 
yesterday of the opportunity to appear before the committee and 
we haven’t had a chance to complete it. 

Mrs. HarpEn. Without objection, you will be so permitted 

(The prepared statement follows:) 


STATEMENT OF JAMES A. CAMPBELL, NATIONAL PRESIDENT, AMERICAN 
FEDERATION OF GOVERNMENT EMPLOYEES 


The present trend of contracting work to private industry that is ordinarily 
accomplished by the Federal Government is a matter of deep concern to Govern- 
ment employees because it involves the possible loss of their means of livelihood. 

Various reasons have been given to Government employees for this policy. 
Among them are that it is more economical; that this administration believes 
Government should not be in competition with private business. In other words, 
it believes in the free-enterprise system. Another reason advanced is that skills 
in certain industries must be preserved so as to enable private industry to meet 
any demands made upon it in time of emergency. 

It should be emphasized at this point that our organization subscribes fully to 
the free-enterprise system. Because of it, our Nation has made great strides 
toward achieving economic and social well-being for all its citizens. 

The fundamental question, however, which we are exploring here is the area in 
which the Federal Government and private industry should operate, keeping in 
mind always the primary objectives of the security of our Nation and the progress 
of its people as a whole. 

Beginning with the first of the reasons noted above, it should be remembered 
that mere savings in payroll costs by discharging Government employees does not 
necessarily constitute economy. If the work done by these employees must con- 
tinue to be accomplished and is completed in private industry, the costs continue 
and in many cases increase. 


As to the question of Government competing with private industry, the volume 
of products or services manufactured or performed by Government is insignificant 
in relation to the total production in private industry or the total services of various 


kinds rendered by private industry. 

One example is the manufacture of uniforms for the Armed Forces. Clothi 
factories of the armed services were not established in the first place for the 
purpose of competing with private industry. ‘They were constructed on the 
recommendation of the Armed Forces with the approval of Congress, neither of 
whom could be justly accused of advocating Government ownership or impairment 


of the private-enterprise system. ‘These plants were established and ar 
existence for military reasons because they facilitate the development of var S 
types of uniforms and considerable « xperimentation for the purpose of providing 
proper clothing for n itary person el to meet constantiv changing conditior 
warfare. This type of work would be unprofitable for a private contractor, and if 
all the normal operations of these clothing factories were to be accomplished by 


private contractors, the cost to Government would be far greater than under 
present methods. 
Some of the advantages to the Government in maintaining plants of this kind 


are: (1) Uninterrupted production so that various Federal departments are not in 
competition with each other; (2) emergency production of special types of clothing, 
either in large or small quantities, which are needed on very short notice to meet 








battle conditions; (3) research and development facilities to provide specifications 
and to test the value of new products and the redesigning of military clothing to 
meet new conditions, and (4) to provide for the availability of production special- 
ists who work exclusively on military clothing and are immediately available 
without loss of time in case of emergency. 
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One of the difficulties in demonstrating the necessity for establishments of this 
kind operated by the Armed Forces is the fact that when one thinks of a plant 
manufacturing uniforms he thinks of the uniforms we see service personnel wearing 
when t ire on leave or on parade He does not think of the special types of 
ele that must be made to meet weather conditions prevailing in various parts 
of the world from the Arctic Circle to the Tropics. Such items as parka hoods, 
pecial-type sleeping bags, armored vests, special tent liners, and other highly 

ed clothi the ordinary garment factory in private industry would not 
be equipped to produce and which would necessitate the purchase and installation 





of special types of equipment by private contractors who sought to bid for such 


rhe Naval Clothing Factory at Brooklyn, N. Y., offers an apt illustration of this 
le the factory has been in operation since 1917 and was closed for 
called economy reasons on April 30, 1953, it did not produce enough clothing 
in \ 1e to be noticeable even in the slightest degree in comparison with the 
total volume of goods produced by the clothing industry. Interestingly enough, 
the least economical part of the factory plant—that producing officers’ uniforms- 
is continuing its operations. 

On the other hand, let us consider the role played by the Philadelphia Army 
Quartermaster Clothing Factory, established in 1775. 

During World War II, a “‘rush’”’ order was received by the factory for 100,000 
neckpieces. This order was filled within a few hours after its receipt. Had it been 
necessary to turn to private industry for the work, invaluable time would have 
been lost in allocating the work to a private company and tooling the company’s 
plant. It is well to remember that the need for this equipment was based upon an 
immediate military objective, not just everyday clothing needs. 

In another instance, the factory found it necessary to rescind contracts with 
private firms for 39,000 garments because the manufacturers could not produce 
them according to specifications. Within 3 months following the rescission of 
these contracts, the Army clothing factory had manufactured the items in ques- 
tion, and they were being worn by soldiers in the field. 

The factory serves another important purpose—development of better me ‘thods 
of producing clothing and of manufacturing a product of higher quality. A con- 
tractor who has a general idea of an improvement which can be used submits it to 
the factory. The installation develops the idea, and if research proves its value, 
makes the idea available to the entire clothing industry. 

Another example is contracting for overhaul and repair of military aircraft. 
When military aircraft is made ready for use, the sole objective in such operations 
is to make it as safe and as effective in every respect as is humanly possible. 
The security of our country depends upon the mechanical perfection of air aircraft. 
It should be clearly apparent that the necessity for maintaining this equipment 
in its most effective condition must not be confused with the necessity faced by a 
private contractor to operate at a profit. It is recognized, of course, that a private 
firm must operate at a profit in order to remain in business. If a choice of methods 
involving the quality of production or services is at stake, the contractor must 
choose those methods producing a profit, else he cannot stay in business. ‘To 
permit problems of this nature to enter into the overhauling and repair of military 
aircraft is foolhardly to say the least. 

In connection with contracts for equipment identified with the defense effort, 
it is noteworthy that the security status of the employees involved is an important 





consideration As the members of this committee are well aware, Federal 
employees generally are subject to intensive screening to determine their security 
and loyalty status. An even greater scrutiny of these elements is made of Federal 
civil-service workers who are assigned to any position connected even remotely 
with the defense of the country Such a close check on contractor employees is 
not possible, and with one exception—the Atomic Energy Commission—is not 
required or authorized by law. These comments are not made to cast aspersions 
on the iployees who may work on Federal Government contracts. They are 
peenented to illustrate an important element for the committee’s consideration in 
conjunction with contracts awarded by defense agencies 


From the standpoint of legal authority to award contracts, it appears that 
Federal agencies have ample discretion where the best interests of the Government 
will be served The act of June 30, 1932 (47 Stat. 417), as amended by the act 
of July 20, 1942 (ch. 517, Stat. 661), gives unlimited authority in this connection 
where the security of our country or other legitimate considerations are at stake. 

Any executive de -partment or independent establishment of the Government, 
or any bureau or office thereof, if funds are available therefor and if it is deter- 
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mined by the head of such executive department, establishment, bureau, or office, 
to be in the interest of the Gevernment to do so, may piace orders with any other 
such department, establishment, bureau, or office for materials, s ipplies, equip- 


ment, work, or services, of any kind that such requisitioned Federal agency may 





be in a position to supply or equipped to render, and shall pay promptly by check 
to such Federal agency as may be req lisitioned, upon its written request, either 
in advance or upon the furnishing or performance thereof, all or part of the 


estimated or actual cost thereof as determined by such department, establishment 
t 


bureau, or office as may be requisitioned; but proper adjustments on the basis of 
the actual cost of the materials, supplies, or equipment furnished, or work or 
services performed, paid for in advance, shi ' 
departments, establishments, bureaus, or offices concerned: Provided, That the 
Department of the Army, Navy Department, Treasury Department, Civil 
Aeronautics Administration, and the Maritime Commission may place orders, 








as provided herein, for materials, supplies, equipment, work or servic f anv 
kind that any requisitioned Federal agency may be in a position to supply, or 
to render or to obtain by contract: Provided further, That if such work or services 
can be as conveniently or more cheaply performed by private agencie 
shall be let by competitive bids to such private agencies Bills rendered, or 
requests for advance payments made, pursuant to any such order, sha t be 
subject to audit or certification in advance of payment.”’ 

The basic issue before us is th judiciou ise of this authority We are 
proper imple! entation of the tatute cal I btained thr ( per 
between the Legislative and Executive Branches of the Government such activi- 
ties should be centered 1 the sureau of the Budget on the one hand and the 





od as it might be. However, any gain of skills in private industr 

be sufficient to offset the loss of skills in our defense establishment 

inl Federa n believes na each Lice vi ( e ¢ ut fa 
Government activi in questior ere should | “ { 
rey \ f the O! ions and < ba t 1 as ps : 
rOV f ili ] rt eT ¢ ‘ jue f oO or ‘ y 
the ctl \ ho 1 be base OT Value 1 i 41 { \ 
lig i the mission of the lar a ne vol | 

Mr. CampBeiu. Reg ess of how you feel about the principle 





1e matter of Government in certain kinds of business 


l am sure vou will realize the concern of people who have bes nm em- 


ployed in these establishments Manv of these Government estab- 
lishments have been in existence since prio! to the Spanish- \(merican 
Wat \ good many people working in them have spent the greater 
part of their lives working there. ‘They have had nothing to do with 
the establishment of the Government operation. They sin ply 

peared there for work and that is where thev found their means of 
livelihood When anybody Ss means ol livelibood is threater 1 in 


| 


any way he becomes very much concerned 
much as he can about what is going to happen to him 

I should like to Say that we are stan | 
rise svstem. We believe in it Jus as sincerely as anvbody 
pelleves in it 


We are somewhat fearful of the possibility that these actions in 


regard to the disposition of these various establishments would be 
based on the pri iciple that they ous ht to be operated Dv private 
industry We think that each case ought to stand on its merits 


because there are establishments, principa in the military depart- 
ments of Government there are establishments that are there because 
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thev are deemed to be1 ssary as a part of the defense operations. 
If that is the reason they are, if that reason is valid, then the question 
of the principle of private enterprise hardly enters there But where 
it does enter we are all for t private enterprise system. 

| can give you one example ol what happened recently. We were 
having some conferences with the management of a naval clothing 
factory in Brooklyn, N. } It has been in existence since 1917. 
There are a good many people who have been working there most of 
their lives. We were in conference with the Under Secretarv of the 


Navy one afternoon in regard to this establishment. The next morn- 


ing at about 10 o’clock the announcement was made that it would be 


closed 

Secretary Thomas was not aware of that when we were talking to 
him the afternoon befor All of a sudden the employees were told 
that the fac tory was going to close on the 30th of April some of 


them didn’t even get the usual 30 days’ notice until we protested. 
there must have been some sound reason for the establishment 
and operation of the naval clothing factory and when the decision to 
close it was shrouded in secrecy, nobody could find out anything, not 
even the people who worked there. One phase of the operation there 


is still going on and it is the least economical, if it is based on economy 
So we are in the dark as to the real reason, and when I say we I mean 
the people who work there and who made their living there. There 
Wel about SOt people vho all of a sudden lost the ir jobs. 


lhe same possibility exists in Philadelphia where there ts a clothing 
ps and one for the Marine Corp 


lane 90 Ty Ms a 
tong avo ihe Niarine 


depot of the Quartermaster Cor 
There is one thing that happened there not so 
Corps d eloped a bullet-proof vest. When the decision was made to 
get that vest and get it right away, those fellows in Philadelphia 
dropped everything and went to work on it. If they had not had 
those facilities there they would have had to find a manufacturer who 
was equipped to do the job, and they would have had to get bids and 
would have had to prepare for operations and all that sort of thing, 
which might have meant the lives of men who were fighting in Korea 
The only thing we ask is, that if at all possible we be given an oppor- 
tunity to learn something about these contemplated moves and all of 
the factors that enter into the reason for their existence be considered— 
so that everybody will understand, and particularly those people who 
have been earning their living in these places, and who were not in any 
wav responsible for these conditions. That is all 1 have to say. 

Mrs. HarpEen. Do you have any questions, Mr. Meader? 

Mr. Mraper. Yes. You said you have about 60,000 members. 

Mr. CampBELL. Yes, sir 

Mr. Mraprr. Do you have some classes of Government employees 
who are eligible to membership and others who are not? 

Mr. CaMpBELL. Yes, sir. 

Mr. Meaper. Are those people under civil service? 

Mr. CaMpBELL. Yes, sir. 

Mr. Mraper. Describe what type of Government employee is 
eligible to join your union 

Mr. CamMpBELL. Some of them are in grade 12 and 13, executive 
positions, and some of them clean the buildings at night. There Is 


the whole gamut of Government employees in all grades. 
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Mr. Meraprr. Do you know how many of those 60,000 members 
are engaged in so-called industrial operations? 

Mr. CAMPBELL. I wouldn’t be able to estimate that. 

Mr. Meaprer. Your membership isn’t primarily made up of people 
engaged in industrial operations, such as the rope-making activity, 
or paint making or the Naval Gun Factory? . 

Mr. CampsBe.tut. No. We have membership in those places. 

Mr. Meaper. But you also accept clerical and secretarial employees 
of the Government? , 

Mr. CAMPBELL. Yes, sir. 

Mr. Meaper. What kind of employees are not eligible to member- 
ship? 

Mr. Campsetu. Machinists, boilermakers, millwrights, shipwrights. 

Mr. Meaprer. Are you an American Federation of Labor affiliate? 

Mr. CAMPBELL. That is right. 

Mr. Meaper. So you do not compete with any of the trade unions? 

Mr. CampsBeLut. No. We are not allowed to have any members of 
their union as members in ours unless they are members of their 
organization first. 

Mr. Meaper. As | understand your statement, you are not opposed 
to taking the Government out of business and that it ought to be 
handled by private industry, but that you think the people ought to 
be warned before they are closed down? 

Mr. CampBELL. Yes, I think so, and I think the reasons ought to 
be valid. For example, if some activity is a necessary part of the 
De‘ense Establishment, if it is there for good reason for military 
reasons, then I don’t think that the question of private enterprise 
enters into it. But where that is the controlling factor, we have no 
argument. We believe in that system. 

Mr. Meaper. That is all. 

Mrs. Harpen. Mr. Brooks, do you have any questions’ 

Mr. Brooxs. Can you conceive of any reason, other than military, 
why the Government should be in these industrial and business 
operations, other than military, as I said? 

Mr. Campspe.u. No, Congressman, unless it would be in some 
activity that private business wouldn’t be interested in for com- 
mercial reasons. I can maybe better explain what I mean by citing 
an example. I understand there is an individual in New York who 
is interested in a contract with the Government for some phase of 
building maintenance, but he is not interested in a whole job of 
building maintenance for the Government. It is just this one phase, 
and I don’t know which phase it is, but this one phase he could take 
on profitably, but the others he couldn’t. So he is only interested 
in this one. So, in any instance of that kind [ would say that there 
would be reasons other than military. 

Mr. Brookes. No further questions. 

Mrs. Harpen. Mr. Pilcher? 

Mr. Pitcuer. No questions. 

Mrs. Harpen. Mr. Ward? 

Mr. Warp. If you have a depressed industry like the rope industry 
that is receiving competition from a Governmeat-operated industry 
and there are individuals, human beings, affected on both sides, 
where would your choice lie? 

Mr. CampBELL. It is a matter of military necessity. 


> 








182 COMMERCIAL AND INDUSTRIAL ACTIVITIES IN GOVERNMENT 


Mr. Warp. If the productive capacity of the industry is more than 
sufficient to take care of all existing military and civilian needs? 

Mr. Camppe.i. That is a very hard decision to make because 
there are human beings very deeply concerned on both sides. No 
progress would be made if there were a gain on one side and a loss on 
the other if I can use that term, I think that there should be an 
organized effort at replacement of those people 

Mr. Warp. They should practice sound personnel management in 
the dissolution of the institution? 

Mr. Campspe.i. For instance, if it were the Navy, in this instance 
I think the Navy would owe it to those people who have spent, par- 
ticularly those who have spent a good part of their lives in that 
business, to go into some organized effort to replace them. 

Mr. Warp. That is all I have 

Mrs. Harpen. Thank you, Mr. Campbell, for coming over and 
giving us the benefit of your views on this matter. 

Mr. Elhott Richardson desires to present a statement for Senator 
Saltonstall at this time 

Mr. Ricnarpson. My name is Elliott Richardson. I am assistant 
to Senator Saltonstall. I would like to present this document on 
behalf of Senator Saltonstall, which is on behalf of the ropewalk in 
the Boston Navy Shipyard 

Senator Saltonstall was not able to testify but would appreciate 
very much having this letter of his included in the record. 

Mrs. Harpen. Thank you. We should be happy to have Senator 
Saltonstall’s letter included in the record. 

Letter of Senator Saltonstall is as follows:) 

UNITED StTaTEs SENATE, 
COMMITTEE ON APPROPRIATIONS, 
June 10, 1958. 





( nt gove t } fio Subcommittee 
hhouse Committee on ¢ Op nr 
House Office ] gq. } } ng m, D. ¢ 

Dear MapaM CHAIRMAN ank you for your very kind letter of June 5 inviting 
me t appear or submit a statement to your committee in connection with the 
operati of the Boston Naval Shipyard ropewalk. I regret that other duties 
1 me from attending the hearing yesterday. I would, however, appreciate 

y ‘rting this letter a ea yriate point in cord of the hearings. 
I years I have been 1 interested in act ies which have tradi- 
tionally been a part of Boston’s f old naval shipyard and in the welfare of 
1 private industry as important to Massachusetts as the cordage industry. With 
{ e inter i nd, I requested the Department of the Navy to supply me 
\ vecific data concerning the operation of the ropewalk at the Boston Naval 





Shipyard when I first learned that this was to be a subject of investigation by your 


subeo tte 

I now have in hand the data furnished by the Navy. These data show that 
yperati f the ropewalk is not only of value from the point of view of research 
and development but saves money for the Navy without resulting in any sub- 
stantially adverse effect upon private industrv 

The Boston Naval Shipyard ropewalk was authorized by the Congress in 1834 
and has been continuously in operation since that time. It has, in particular, 
rendered valuable service to t! ivy during periods of mobilization. In 1939 


the ropewalk produced 5,523,413 pour ds of rope However, upon mobilization, 


when cordage manufacturers were unable to furnish prompt delivery of the Navy’s 
rope requirements, particularly in the smaller size ropes, the output of the rope- 


Walk increased considerably as set forth below: 
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Pounds | Pounds 
OO ORt Get 1OGi 2 ee 15, 369, 963 
$3 300, 0851085........ =... __ 14, 048, 676 
18, 450, 918 | 


At the end of the war, the workload of the ropewalk fell off drastically, as appears 
in the following table: 





Pounds | Pounds 
ote icc cc sihesancce ao ag MO TN sn vinis a csotsbew acoso 
RIT os ein erect icmet/ coches 3, 708, 234| 1950_- ot : 2, 627, 887 
ee See 


In 1950, the Korean war caused a sharp increase in the Navy’s rope require- 
ments. The output ef the ropewalk in 1951 was 5,302,163 pounds, in 1952 it 
produced 5,141,574 pounds, and in 1953 it is estimated that only 3,800,000 pounds 
will be produced. This constitutes less than 2 percent of the national output of 
rope. 

The ropewalk during its long history has consistently pioneered in research and 
development. In recent years this work has been especially directed toward 
the use of substitute fibers, as the supply of manila has been precarious; in the 
suitable stockpiling of manila; in the improvement of manufacturing techniques 
to produce stronger and longer life rope (preservative treatments); and in the 
encouragement of growth of domestic fiber supplies. The ropewalk has also con- 
tributed materially to the improvement of methods of utilizing materials and 
manufacturing them into cordage. 

The Navy’s survey has disclosed that the ropewalk, during the period July 1, 
1951, through February 29, 1952, produced rope at a lower cost than rope pur- 
chased during the same period by the Navy through the General Stores Supply 
Office, Philadelphia, Pa. In this connection the Navy has assured me that it has 
endeavored to conduct an impartial comparison, including in the ropewalk esti- 
mates constructive costs such as insurance, taxes, and other indirect costs which 
private industry must charge to its production costs. 

The following is a comparative cost study of manila and American hemp rope 
manufactured by the ropewalk and purchased through General Stores Supply 
Office, Philadelphia, during the aforementioned period: 


CLASS I—-MANILA HEMP 


Average unit 
commercial 
price per 
pound of pur- 
| chases made 
by GSSO, 


| Philadelphia, 


Unit cost per | 
pound when | 
extra cost of 
stockpile 
material is 
deducted at 
rate of $0.046 


Unit cost per 
Size Stock No. pound per 
cost study 














| ) e3- 
per pound | Gases 
34 inch G21-R-358 $0. 447 —$0. 401 | $0. 428 
1 inch G21-R-363 430 —, 384 | 405 
144 inches G21-R-388 413 —. 367 | 372 
134 inches G21-R-393 _ - 422 —. 376 . 474 
2 inches G21-R-398 _. 413 +-. 367 . 346 
244 inches G21-R-408 - - 396 =. 350 . 350 
34 inches G21-R-428 396 —. 350 . 441 
4 inches G21-R-438 388 —. 342 . 428 
5i nches- . G21-R-468- - i 396 . 350 . 449 
6 inches G21-R-480 396 | —. 350 . 394 
7 inches G21-R-488 396 I Baia boossiclattelomieede 
8 inches G21-R-+495 396 —. 350 . 446 
9 inches G21-R-502 396 —. 350 . 431 
10 inches G21-R-513. - 396 | +. 350 . 348 
CLASS II—-AMERICAN HEMP 

| 
34-inch ratline G21-R-110 $0. 489 $0. 443 | $0. 541 
l-inch ratline G21-R-115 421 —. 375 | . 591 
Marline G21-M-110 361 —. 315 | - 451 
Houseline G21-H-175. 353 —. 307 | . 612 

| 

Note.—(—) equals Navy low; (+) equals Navy high; (=) equals Navy equal. 
35810—5 pt. 1 13 
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As will be noted, with only two exceptions, the cost of manufacture at the rope- 
walk has been consistently lower than that of rope purchased from private firms. 
It should be mentioned, however, that in making this comparison, an adjustment 
has been made in the ropewaik's cost for the basic fiber to correspond with the 


curre nt market price of this fiber during the period under review. During this 
period, much of the material used by the ropewalk was drawn from the national 
stockple at a price in excess ot the rrent market price 


Thank you for your courtesy in permitting me to furnish this information for 
the consideration of your subcommittee. 
Sincerely yours, 
LEVERETT SALTONSTALL, 
United States Senator. 

Mrs. Harpen. We have with us Mr. C. E. Herington, executive 
secretary of the Metal Treating Institute, and Mr. Horace C. Knerr 
and Mr. Fred Heinzelman. 

Will you gentlemen please take the oath? 

Do you solemnly swear or affirm that the testimony which you will 
give in this hearing will be the truth, the whole truth, and nothing but 
the truth, so help you God? 

Mr. Herineron. I do. 

Mr. Knerr. I do. 

Mr. Hernze_man. I do. 


TESTIMONY OF C. E. HERINGTON, EXECUTIVE SECRETARY OF THE 
METAL TREATING INSTITUTE; ACCOMPANIED BY HORACE C, 
KNERR, AND FRED HEINTZELMAN 


Mrs. Harpen. Mr. Herington, before you read your statement will 
you please tell the committee just what your industry does? 

Mr. Herincron. Madam Chairman and members of the committee, 
I had prepared a brief preface to add to the prepared statement with 
that thought in mind. 

Our industry is a service industry. It does not manufacture, but 
processes manufac turer’s component ps urts. The processing is tech- 
nical, requires highly skilled personnel, delicate and expensive equip- 
ment. It requires metallurgists and technicians whose knowledge can 
be gained only after years of experience, and unskillful handling can 
result in extremely costly losses and waste. 

Our association represents 74 member companies, which is about 
30 percent of the industry, whose annual service charges to industry 
exceed $50 million. It is estimated that this is about 65 to 70 percent 
of the national total. 

it is a young but big and vital link in the productive chain of every 
industry, vital to the armed services, and basic in light and heavy 
industries. 

The situation, which concerns the Metal Treating Institute as the 
trade association for the commercial heat treating industry in the 
country, involves a very costly and wasteful activity which seems to 
be becoming increasingly prevalent in military buying. I refer to the 
all-too-many instances in which in conjunction with primary and 
secondary contracts requiring the heat treatment of metal parts, either 
the prime or subcontractor is made to or allowed to make expensive 
installation of heat-treating equipment in order to perform functions 
which could very easily be secured, generally right in his own neighbor- 
hood, by utilizing the skills and facilities of commercial heat-treating 
organizations. 
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Some of these installations have cost anywhere from $50,000 to 
$500,000 and represent the creation of a departmental activity which 
will be neither needed nor used by the manufacturer when prime and 
subcontracts are completed. Furthermore, the installation requires 
the development or acquisition of trained and skilled labor with the 
accompanying lack of efficiency and loss in parts and materials during 
the development stage. , 

It can be seen from this that the loss in such instances is double- 
barrelled and the need, of course, is to establish some means whereby 
prime and subcontractors not having the special equipment and 
facilities needed for heat treating must search for, and secure, bids for 
heat treating services rather than immediately call for equipment 
installations at Government expense. 

The Metal Treating Institute has surveyed its membership, and 
the results are quite interesting, a copy of which is attached to my 
prepared statement. We submitted six questions, as follows: 

No. 1. Do you know of any specific instances where prime or sub- 
contractors have in the past 2 years installed heat-treating facilities? 

‘Twenty-two answered ‘Yes’’; six, ‘“No.”’ 

No. 2. If “Yes,” did these new heat-treating facilities duplicate or 
overlap yours? 

Yes, 19; no, 2. 

No. 3. Were you given an opportunity to offer your services prior 
to the installation of new equipment? 

Seven, ves; seventeen, no. 

No. 4. If you had been approached, would you have been able te 
undertake the work? 

Twenty-one, yes; three, no. 

No. 5. Have you in the past 2 years rejected opportunities to handle 
prime contractors’ work? 

Three, yes; twenty-four, no. 

No. 6. Have you any definite knowledge of instances in which prime 
contractors were pressured in one way or another into installing heat- 
treating equipment as a part of, or in order to, secure a Government 
contract? 

Six, yes; twenty, no. 

It can be seen from this that the situation is very common and that 
in the past 2 or 3 years a completely inordinate and unnecessary 
amount of such i stallations have been made. 

Experience in the last war along the same lines revealed that in at 
least 90 percent of similar cases, the equipment was thrown on the 
market as surplus and as unneeded and unwanted by the manufac- 
turing organizations. Information provided us Jeads us to the belief 
that in recent years the following companies have made installations 
of heat-treating equipment to do work which could have been done 
had existing commercial facilities and services been sought out and 
utilized. It should be pointed out, however, that it is the belief of 
many of our members that even if neighboring services were insufli- 
cient, good judgment from the Jong-range viewpoint would have dic- 
tated that expansion of operations should have been made by the 
commercial heat-treating plants rather than by the prime contractor 
or subcontractor. The reason for this, of course, is obvious in that 
skilled labor and understanding of operations would not have had to 
be developed and the extra equipment would have had the properties 
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of a permanent or extended life even after the completion of the 
contracts requiring the operations. 

The companies which we have reason to believe have made such 
installations are as follows. Since preparing the statement I have 
been able to get a slight estimate of some of the dollar values of the 
installations, and I will read that as I read the names: 

Kropp Forge Co., Chicago, Ill. 

General American Transportation Co., Chicago, Ill. 

Internationational Harvester Tractor Works, Chicago, IIl. 

American Gear Co., Lemont, Ill. 

Wisconsin Axle Division, Oshkosh, Wis. 

Taylor Forge, Gary, Ind. 

Koppers Co., Baltimore, Md. The estimate on this installation was 
one-half million dollars. 

A. C. Sparkplug Co. (Div. of G. M. C.) Milwaukee, Wis. 

Green Ballbearing Co., Cleveland, Ohio. 

American Screw Products Co., Cleveland, Ohio. 

National Acme Co., Cleveland, Ohio. 

C. L. Gougler Machine Co., Kent, Ohio. 

Lake Erie Screw Corp., Cleveland, Ohio. 

Pipe Machinery Co., Wickliffe, Ohio. 

Steel Improvement & Forge Co., Cleveland, Ohio. 

Lempco Products, Inc., Cleveland, Ohio. 

Precision Gears & Products, Inc., Paterson, New Jersey. This 
installation is planned at the present time with Air Force support, but 
it is not completed at this weiliog. It is our hope that this is one 
instance that can be prevented. 

Ford Instrument Co., Long Island, N. Y. The estimate on this 
installation is $50,000. 

saldwin-Lima-Hamilton Co., Philadelphia, Pa. The estimate on 
this is $200,000. 

Piasecki Helicopter Co., Morton Pa. The estimate on this installa- 
tion is $200,000. 

Ladish Drop Forge, Co., Cudahy, Wis. 

Kearney & Trecker ( ae Milwaukee, Wis. 

Evans Products Co. Plymouth, Mich. 

Tecumseh Products Co., Tecumseh, Mich. 

And since this writing I have added three additional companies, 
which I will read with your permission: 

Otis Elevator Co., Harrison, N. J.; estimated installation, $250,000. 

M. W. Kellogg Corp., Jersey City, N. J.; estimated installation, 
$150.000. 

The E. G. Budd Co., Philadelphia, Pa.; estimated installation of 
$1,000,000. 

Our purpose in protesting this situation is to hope to establish 
among governmental departments involved in prime and_ sub- 
contracts, a knowledge and understanding of available commercial 
heat treating facilities, which in turn will result in substantial dollar 
economies and the proper use of which will encourage the entire heat 
treating industry to continue to develop its research, development and 
expansion to the eventual advantage of the national economy and the 
productive capacity of the metal working industry. 

We wish to help in every way to prevent such costly installations 
when they are economically or geographically unnecessary because of 
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the existence of local service organizations which can adequately 
perform the work required. 

Our objective is not to in any way create limitations, but on the con- 
trary, to facilitate contractual production of military supplies. Nearly 
all contracts dealing with aircraft, ordinance, munitions, armament and 
firearms require the heat treatment of component parts as a basic 
and vital link in the production operations. 

We feel sure that other trade associations and organizations, includ- 
ing those which consist of the manufacturers of equipment and 
supplies, will agree and cooperate with this direction because of their 
experience in the immediate post-war years of 1946-49 in which they 
found their markets undermined and flooded with surplus equipment 
all of which developed as a result of these very procedures. 

The commercial heat treating industry through its association 
wishes to express its willingness to work with any other group, govern 
mental bureau and departments and all branches of the Armed Forces 
in any way which will result in economic, intelligent development and 
experience, and procedures which will lead to the maximum productive 
strength needed for our national economic and military strength. 

Now, since this was prepared, Madam Chairman, I have received 
3 or 4 very interesting letters, and with your permission I will read 
these 

Mrs. HarpEN. Without objection. 

Mr. Herineton. This letter reached me just the other day: 

GENTLEMEN: We have experienced an example of unnecessary expenditures 
of tax money for unnecessary heat-treating facilities that might be useful to you 
in your talks with Washington authoritic It concerns the heat treatment of 
Rocket Motor bodies at Evans Products Co., whose plant is at Plymouth, Mich., 
a suburb of Detroit 


\bout 3 years ago they began the manufacture of these parts and we worked 
out a satisfactory heat-treating operation for which we were charging them 6 cents 
eacl The production was approxin ately 2,000 pieces per day. 

These parts were heat-treated in a continuous scale-free, automatically con- 


trolled hardening and draw-furnace combination 
Some time in late 1951, the Government agency began to urge the installation 


of salt-bath equipment. Evans was reluctant to proceed with this progran 

since our relations were satisfactory and the losses from scrap were negligible 
However, the Government was insistent and we were then approached to consider 
having this equipment installed in our plant at the expense of the United States 
Government. Our study of the method indicated a cost of somewhere between 


15 cents and 22 cents each. 

We were not interested in being a party to this kind of a deal and turned down 
the matter for this reason, as well as because the equipment was larger thar 
necessary for the contemplated production, so that it would be idle about two- 
thirds of the time and because, in case of a breakdown, the production would be 
interrupted for several days, and we would be subject to undeserved criticism 

The equipment was finally installed in the Evans plant and began operations 
early this year. We have been led to believe that the present cost of heat treating 
is approximately 18 cents each. We cannot definitely confirm this, but it checks 
our previous estimate and also the indicated cost in two similar setups. 

In addition, the equipment will probably have little, or only scrap, value when 
the job is finished, which could well happen shortly, in case of an armistice. 

The equipment is 0:1 a highly specialized nature and, because of the cost of opera- 
tion, could very likely not be adapted to the heat treating of any automotive 
parts. 

A second example is that of Tecumseh Products Co., at Tecumseh, Mich., which 
is about 50 miles from Detroit. They have taken on a contract to furnish 3-inch 
Navy shells. In 1951 we quoted 3 cents per pound to heat-treat and sandblast 
these shells. The Navy insisted on installing a heat-treating plant there. 
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We have no accurate estimate of the cost of tl is equip! ent, but, from the state 


of the « ipment, we would guess it to be about $125,000, with the additional 
cost, in this case, of a building to house it. 

Again, the equipment is of a specialized nature and not easily adapted to other 
work. nor do we believe this cor pany would be used as a source for shells in 
peacetime, since their business is refrigeration equipment 

Wed not know how much this e« lipment has been 1 d. but we understand 


that the production so far has not been great, and several weeks ago we heat- 
1 of shells for this company. Both of these jobs would have fitted 
1] ( idard, general purp equipment, and, when the jobs were finished, 
the equipment could have been used for automotive work. We are satisfied that, 





1 


both cases, our product would have been equal to that turned out of the special- 
ized « pment, and our costs are lower, particularly since the specialized equip- 
ment is not being used to its capacity. 

We ar ore interested as taxpayers, who are presently being assessed 70 
percent of our net income, to help to prevent waste, rather than as a commercial 
heat-treater h ses som usiness 

Trusting these two cases will give 1 some amn ition in your campaign, 
we are 

Most tru yours 


Mr. BROOKS. Verv interesting letters. Are they roing to be part 
of the testimony? 

Mr. Meaper. Did you put in the record who wrote the letter, and 
the sigt ature? 

Mr. Heritneton. There is no objection to that, [ am sure. It is 
Commonwealth Industries, Inc., Detroit, Mich., signed by Charles 
G. Heilman president. 

Che cond letter is Metal Treating, Inc., Milwaukee, Wis., signed 
by C. F. Graham, president. 

In this instance the letter was in reply to my request in accordance 
with your request to me for specific data as to the status of the com- 
pany : 

The company is the A. C. Sparkplug Co., division of General Motors 
Co., in Milwaukee 
In this particular instance the company is a prime contractor. 
The letterwriter was unable to find out if it is a cost-plus or quoted- 
price contract but believes it to be a cost-plus contract. Itis definitely 
an Air Force contract; and, finally, they have installed approximately 
$80,000 worth of heat-treating equipment, which is along tool and 
small-parts line, except for one small brazing furnace. 

Our total heat-treating bill for a year prior to this installation was $1,988 and 
we had no service difficulties At the time of installation they hired a technician 
and two helpers to operate the equipment with a minimum approximate payroll 
of $10,000 a year 

There was one other letter. This letter is from Benedict- Miller, 
Inc., Lyndhurst, N. J. This concerns the current installation which is 
attempting to be forced upon the subcontractor, although I don’t 
know whether he is being forced or whether he says he is being forced. 
This installation has not been made but is in the process of going 
through whatever machinery is involved in getting the Government 
to O. K. the expenditure. 

One of our customers, Precision Gears & Products, Inc., of 132 Iowa Avenue, 
Paterson, N. J., has been developing his gear shop and wants to make it the out- 
standing one for aircraft gears. His biggest customer is the Wright Aero Co. of 
Wood-Ridge, N. J., and now he tells me he has also taken on the Bell Aircraft 
Co. in Texas. 

Wright Aero has been turning over to this company an increasing part of their 
monthly gear production schedule, which currently is 2,000 gears a month. All 
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ofjhis heat-treating work is done by us, and we are using quench press dies so that 


the gears will not warp or move in anv way 
On straight time, with our present equipment, we are able to double the heat- 





treating output on these gears. Precision tells us that he has no complaint 
whatever with our work he service, o1 the price that we have been charging him, 
which we believe is on the low sidk 


wm We have just had an outside accountant look into the charges on this partie ular 
job. He first told us that he thought the price was too low, but later he said the 
job had quite some Vv ilue in our s 10Op, aS 1b WAS A S1Z ible volume of work every 
day 
We told Mr. Al Roskowski, the president of Precision Gears, that we would b: 
very glad to put in any additional equipment necessary so as to take care of his 
entire increase and fully fulfill his needs Our shop and his must be doing a very 
excellent job—perhaps better than Wrights can do themselves. This is evidenced 
by a steady increase in the orders and schedule in the last few months 
Mr. Roskowski’s program calls for installation in his own new shop of 2 Hevi- 

Duty carburizing furnaces 4 feet, by 8 inches 


That undoubtedly is an error; it must be 4 feet by 8 feet— 


which we think is the largest furnace that Hevi-Duty turns out. He also wants 
to put in a rotary hearth furnace, a nitriding furnace, and some draw furnaces, 
and build a new 8,500-square-foot building All together, as near as we can 
figure out, this whole expenditure will be around $140,000 or more and, when 


he gets it finished he still has to educate and train operators to operate it 

[t is our feeling that this equipment when needed could be placed in our shop 
at a third of the cost of a complete new installation and in one-third of the time 
required to install it, as we have all the building and the power and gas lines 
needed to do this job in its increased proportions, plus a well-trained crew of 
operators and supervisors, most of them having been with us for the last 10 to 
12 years; and we are giving the Precision Gears Co. the top call in our shop for 
any equipment that they need and the manpower that we have available, and 
their jobs come first over any others. 

It would take a long time to develop Precision as a well-rounded-out heat- 
treating shop and they will run into many troubles, as we all have in the past, 
and it will be costly to them and to the Government. 

When the contract is cut back or lengthened out, all the heat-treating shops 
in this area will be affected and it will cut into the operations of this industry in 
this area. The commercial heat treaters here have been spending a lot of money 
in new equipment and have tried to keep the most modern facilities available for 
the industries of this area. 

We feel that to start up another shop here at the present time will be very 
discouraging to the commercial shops and will cause them to stop in their develop- 
ment of new and more modern facilities, which in turn will affect the general 
defense program and production in the area. 

We want to impress on you very forcefully the fact that our supervisory organi- 
zation is well qualified and ample to take on this increased workload and we 
honestly believe that in the long run Precision, Wright, and the Government will 
be able to operate through our company on a more efficient and economical basis 
than they will be if they put all this money into another new plant and an addi- 
tional set of equipment. 

lrucking and delivery is one thing that Precision seems to be a little worried 
about. We can increase our trucking service to them to fully meet their needs. 

Very truly yours, 
Purpy Benepict, President. 


Following that letter, just to give us additional information, the 
same gentleman wrote to provide the information asked for again 
regarding prime or subcontractor. This letter is dated May 29, 1953. 


Referring to your telegram of May 23 and our reply of May 28 by Mr. Rimmele, 
our treasurer: 

No. 1. Prime or subcontractor? 

Ve believe, as far as we know, that the prime contractor is the Wright Aero 
Co., and that Precision Gear & Products, Inc. is the subcontractor. We under- 
stand, through the grapevine, that the needed furnaces have been issued to 
Wright’s for use in Paterson and that Wright is going to put this equipment in 
Precision Gear’s new shop that they are about to build. 

No. 2. Is contract cost-plus arrangements? 
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We believe that the contract is on a fixed price arrangement, with an escalator 
clause 

No. 3. What branch of Armed Forces issued contract? 

The contract is definitely an Air Corps contract. 

No. 4. Type of equipment installed? 

The main furnace equipment is the Hevi-Duty line of carburizing furnaces 
and these gears are all hardened in dies so as to eliminate warpage or movement 
in the quenching. We know that Precision Gear has one Gleason quench press, 
which is now installed in our plant. We have every reason to believe that this 
is part of the equipment that Wright’s will use in this new setup. We understand 
there are several Hevi-Duty furnaces to be used in the new plant and, from what 
we can hear, the Government has already issued the furnaces for this setup. 

At the present moment we do not have any further information on any other 
companies who are at present endeavoring to get Government equipment for 
new installations in their own shops. Of course this may be going on at the 
present time, as we are told that this Wright-Precision-Dayton Field arrange- 
ment had all been completed before we heard anything about it. 

Very truly yours, 
Purpy Brnepict, President 

That covers our correspondence and our statement before the 
committee. 

Mrs. Harpen. Thank you for a very fine statement. 

Do you have any questions, Mr. Meader? 

Mr. Meaper. Yes, Madam Chairman. 

Mr. Herington, do I understand that these furnaces are owned by 
the Federal Government? 

Mr. Hertneron. In some instances they are, and they are tagged 
as such and identified as such in the planis. 

Mr. Meaper. You don’t have those identified according to these 
companies that you list in your statement? 

Mr. Herineton. No, I doubt if we could secure that information 
because frequently even our commercial heat-treating members are 
not permitted ia those plants due to the nature of work involved. 

Mr. Meraper. Now, do you know whether or not certificates of 
necessity have been granted to those companies that do not have 
Goverament-furnished equipment? 

Mr. Herinetron. Again, that would be difficult iaformation for 
our members to secure because of the relationship between them 
and the prime and subcontractors. Jhey have attempted to get 
that information. As you can see, we are even sparse in getting an 
estimate of the value of these installations. There seems to be an 
element of secrecy about a great deal of this and our members do 
not even know about this, frequently, as pointed out here, until the 
thing is all done and over with. 

Mr. Mraper. Aren’t there some large companies that have their 
own heat-treating departments? 

Mr. Herineron. Very definitely. 

Mr. Meaper. You didn’t attempt to include those in this list? 

Mr. Hertneron. No, these are ones submitted to us as, in the 
opinion of the members, having added equipment which need not 
have been added, whether that was in addition to their present 
department or whether it was an entirely new installation. In other 
words, it could have been both. 

Mr. Meaper. In your figures given, I understood you to say 
that your members produced about $50 million worth of business a 
year? 

Mr. Herineton. Yes. 
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Mr. Meaper. And that that was about 65 percent of the entire 
industry? 

Mr. Herineron. Yes. 

Mr. Mreaper. You mean of the commercial industry? 

Mr. Herineton. Only of the commercial, that is right. 

Mr. Mraprer. That doesn’t include companies who have their own 
heat-treating departments? 

Mr. Herineron. It does not. 

Mr. Mraper. Of course, this is a little bit different than the 
other pie we have been going into, because this is not a question 
of the Government doing the industrial work itself, but apparently 

nfluencing a prime contractor not to subcontract his heat treating 

Mr. Herrneton. And spending money for equipment, buying 
equipment and actually superseding the existing facilities. 

Mr. Maver. Is it your understanding that these conditions about 
which you complain were pressured out of these contractors by 
Government agencies? 

Mr. Herineron. In their surveys some 5 or 6 of our members 
stated they had evidence to that effect. We are not able to be 
specific. 

Mr. Meaper. Can you see any reason why the procuring agency 
should be concerned with the manner in which the product is produced 
unless it has a bearing upon the quality of the product? 

Mr. Herinetron. Well, it might be—and this is an opinion, from 
what information I can get—that in some instances the procuring 
agency has a belief, which may be mistaken, that it would add, 
perhaps, to the ease in delivery or the quality of the product by having 
it self-contained. The expression ‘‘a self-contained contract” fre- 
quently crops up in our members’ conversations, and there apparently 
has been some belief on the part of the procuring agencies, whether 
they are armed services or others, that a self-contained contract is 
more desirable. 

Mr. Meraper. One of these companies is in my district, Mr. Her- 
ington—Tecumseh Products Co. I don’t have any a informa- 
tion about this heat-treating addition, but 1 wonder if you know 
whether that is used exclusively on Government work or or ther they 
use it also on some of their own comme ‘rcial products? 

Mr. Herineron. Well, I wouldn’t know unless we knew more 
about their operations. 

Mr. Meaper. You don’t happea to know in that instance whether 
it is Government-furnished or not? 

Mr. Herinctron. That was mentioned in this letter, if 1 remember 
correctly. 

Mr. Meaper. [I think it was. 

Mr. Herineton. Tecumseh Products Co. This is the one in which 
he said the equipment is of a specialized nature and not easily adapted 
to other work, nor do we believe this company would be used as a 
source for shells in peacetimes, since their business is refrigeration 
equipment. 

Mr. Meraper. Why were you talking about equipment installed? 
Has that been installed since World War II? 

Mr. Herineron. Since 1951. 

Mr. Meaper. 1951. 
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Mr. Herrneton. And that was installed for a shell job. It has 
nothing to do with peacetime operations. 

Mr. Meapver. Do you understand that equipment would not have 
been adequate? 

Mr. Herineron. J would take it from this it would not have been 
adequate. In fact 


we were approached to consider having this equipment installed at our plant at 
the expense of the Government Our study of the method indicated a cost of 
somewhere between 15 cents and 22 cents eacl 


In other words, the proposed new installation was more than dou- 
bling the price if that equipment was used. 


We were not interested in being a party to this kind of a deal and turned down 
the matter for this reason. as well as br ause the equipment was larger than neces- 
sary for the contemplated production 


which, you see, they had already been performing— 


so that it would be idle about two-thirds of the time. 


So, you see, it was somebody insisting upon doing something that 
was nullifying ‘the know-how and skill of the operator who was alres udy 
performing the job at 6 cents apiece. 

Mr. Brooks. Pardon me. May I ask a question at this point? 

Mr. Meaper. Yes. 

Mr. Brooks. Didn’t that letter reflect that it was a new type of 
heat treatment that was to be recommended and specified? 

Mr. Herrncron. It was new only as far as it was a different type 
to be applied to doing that job. It was not a new type of equipment. 

Mr. Brooks. It was a type for which the company which we were 
discussing did not have the equipment to do it? 

Mr. Herineoton. No. 

Mr. Meaper. But in their opinion they didn’t need it? 

Mr. Herinoron. In their opinion they didn’t need it because they 
were already performing the job without it. 

Mr. Brooxs. The same job, or wasn’t it for a different method, 
this equipment? 

Mr. Herrnoton. That is right. 

Mr. Brooks. A different method they were specifving? 

Mr. Herinoron. It was three times more expensive and was not 
required for any reason. 

Mr. Brooks. By the people doing it, but obviously, the Govern- 
ment and people making the contract might have thought it essential 
that that particular method be used to give them the net result they 
wanted now? I don’t know. 

Mr. Herineton. That is something that took 3 years to find it out 
at the rate of 2.000 pieces a day, and I doubt if that was wasted. 

Mr. Brooxs. We make progress in 2 or 3 years sometimes. Even 
in your industry they make some progress, don’t they? 

Mr. Herineton. | think so. 

Mr. Meaper. Of course, this problem mav be very interesting. but 
I don’t see that it is relevant to our particular inquiry as to whether 
the Government should engage in industrial operations, because here 
it isn’t a question of the Government engaging in heat treating itself 
but merely encouraging concerns to have their own heat treating 
rather than subcontracting it out to commercial concerns. 


ee 
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Mr. Herineron. Of course, the Goverrment is owning and main- 
taining title to 

Mr. Meaper. We are iaterested in that, but not in this inquiry. I 
have had complaints from localities that a lot of things are bought by 
the Government, title is taken to personal property in the Govern- 
ment and thereby escapes personal property taxes that local govern- 
ment would assess against that same type of property if it were owned 
by the contractor, but that, again, is not, as I see it, the immediate 
question we are involved with here. 

Do you know of heat-treating operations actually performed by a 
Government agency itself? 

Mr. Herineron. Well, I know that there are such, but we didn’t 
try to investigate those specifically. Our basic interest was to bring 
attention, call attention to unnecessary and wasteful expenditures. 
I was making it much more general that way rather than limiting 
it 

Mr. Meaper. As I say, that is interesting, but if it is wasteful—— 

Mr. Herineaton. I thought that was the purpose of this committee. 

Mr. Meaper. That is the purpose of the general committee, but 
this inquiry is concerned primarily with industrial activities of the 
Federal Govercment agencies themselves, and I imagine there are 
plenty of commercial heat treating operations conducted in Gevern- 
ment-owned facilities which perhaps could be subcontracted out to 
some of your members. I don’t know whether you have any knowl- 
edge on that, but I think that would be more to the point in this 
particular inquiry. 

Mr. Herinetron. Well, ] don’t know. It sort of steers away—— 

Mr. Meaper. The Naval Gun Factory, for example, down here 
undoubtedly may have—I don’t know whe ther it does have or not- 
heat-treating facilities. That may be true in other shipyards and 
perhaps in some aircraft work, I don’t know. 

Mr. Herinetron. I don’t think the industry has much of a quarrel 
with that type of established facility. Maybe some of my frie nds here 
can discuss that further. We are not quarreling with competition 
from the Government as much as we are feeling that the Government 
is being careless and unnecessarily, perhaps, ignorant in some branches 
in insisting upon buying and installing equipment for production at 
very costly and wasteful prices. 

Mrs. Harpen. Mr. Herington, pardon me, but isn’t this a Govern- 
ment-financed activity? 

Mr. Herineron. In most instances it is; yes. That is exactly our 
complaint. 

Mrs. Harpen. That was the point of your complaint. 

Mr. Meaper. It is still Government-financed even if you do the 
work, 

Mr. Herineton. Not necessarily. 

Mr. Meaper. You are a subcontractor but working on a Govern- 
ment product—in the case of Tecumseh Products, a Government shell, 
and it is a case of whether Tecumseh does the heat treating or Com- 
monwealth, both of them being private industry. 

I would be interested in knowing if the Government is in the heat- 
treating business in its own facilities, industrial facilities 

Mr. Warp. May I add this: I have discussed this a number of 
times with Mr. Herington, the point being that Government-financed 
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enterprise appears to be in competition with existing enterprise. 
Originally Mr. Herington had written to Mr. Bonner and there had 
been some correspondence back and forth, and Mr. Herington raised 
the question with our group and we referred him to the regulation that 
the military had issued, 4000.8, which dealt directly w ith commercial- 
and industrial-type facilities. The industry apparently was unaware 
of that regulation which does cover this type of activity. 

I don’t know to what extent you have been able to pursue this with 
the military, Mr. Herington, to try to get them to evaluate these 
Government-financed plants in connection with the regulation. Have 
you called this to their attention? 

Mr. Hertneton. We followed your suggestion and wrote to all of 
of the various people you indicated, and we have so far had one reply 
which I just got day before yesterday. 

Mr. Mraper. I don’t know whether this committee would be com- 
petent to go into engineering questions. I certainly wouldn’t have 
any objection if you had specific instances that were complained of to 
transmit them to whatever agency was procuring the article and ask 
them to justify this apparently wasteful and unnecessary addition of 
heat-treating facilities to a prime contractor where it could be farmed 
out to a commercial heat-treating plant. It just seems to me that we 
have so many instances where the Government is directly engaging in 
business that this is just a little bit another subject, interesting as it 
may be. 

Mrs. Harpren. Had you finished? 

Mr. Mraper. Yes. 

Mrs. Harpgen. Do you have any questions, Mr. Brooks? 

Mr. Brooxs. Yes, Madam Chairman. 

I wonder, sir, as your original testimony seemed to reflect, if you 
had no objection to the established Government, naval arms installa- 
tions, and so forth, is that correct? 

Mr. Hertneron. Yes, I say that I believe that our membership has 
never even criticized the existence of heat-treating facilities in connec- 
tion with such things as the Philadelphia Naval Yard or arsenals and 
things of that sort. Maybe I am wrong. 

Could I ask you that, Mr. Knerr? 

Mr. Knerr. That is correct. 

Mr. Herineron. In other words, we have no quarrel with that. 
We have never felt they in any way were doing what they shouldn’t 
do or they didn’t have very good and just and legitimate reasons for 
their operation, just as we don’t object to any manufacturer having a 
heat-treating department as long as he is running his business and 
he knows what he wants to do and how he wants to do it. 

Our basic objection, which I repeat again, is that here the Govern- 
ment has encouraged, sponsored, and financed the installation of 
equipment which was not necessary. It is just as simple as that. 

Mr. Brooks. In other words, your feeling is that the Government 
has taken some private, even as late as now they are taking some 
private fabricators and paying them contractual fees that would 
enable them to put in these new facilities which you, as technicians 
in that field, that specialized field, feel are unnecessary? 

Mr. Herineton. That is right. 

Mr. Brooks. If they were necessary you would have no objection 
to the new competition, is that right? 
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Mr. Herineron. That is right. 

Mr. Brooxs. But you feel that your membership has facilities 
which would take care of that job— 

Mr. Herineron. That is right. 

Mr. Brooks (continuing). Adequately, if not as well, almost as 
well, or better? 

Mr. Herinerton. Or better. 

Mr. Brooks. You think better, and it certainly will? 

Mr. Herinctron. That is right. 

Mr. Brooks. And your objection is that the Government is spending 
a great deal of money in installing this equipment, not their own; they 
are not going into business, but are just enabling private businessmen 
to develop their plants and increase them to the extent that they can 
handle this particular specialized work which they would handle only 
for that period of time, or that contract or order 

Mr. Herineton. That is right. 

Mr. Brooks (continuing). Whereas that same expensive equipment 
would then probably not be used since they don’t have a regular 
clientele for heat treating work? 

Mr. Herineton. That is right. 

Mr. Brooks. That sounds very interesting to me, and it looks like 
we might save alot of money. This committe e, of course, is discussing 
and looking for places where the Government is unnecess: arily in direct 
competition, you see, not that type of thing; but it would save us a 
great deal of money if the fact would prove out that way, and in view 
of the fact that the new Secre tary of Defense is Mr. Charles Wilson, 
who is a big manufacturer and knows all about these things, he prob- 
ably has forgotten more about heat-treating than some of your small 
members would know 

Mr. Herineton. Right. 

Mr. Brooks (continuing). He might very well appreciate hav- 
ing this information and might direct that the people who are making 
contracts for our defense work would take into consideration the 
availability of the present and existing heat treating facilities and 
thereby not install new facilities— 

Mr. Herineron. That is right. 

Mr. Brooks (continuing). And later turn them over to those 
private individuals at very low prices. 

Mr. Herineron. Yes. 

Mr. Brooks. I think it would be well worth the time and trouble 
of the committee, Mrs. Harden, if the subcommittee would see fit 
to document this material these people have brought in and offer it 
for the consideration of the Secretary of Defense who, I think, would 
be interested in saving this, because these big furnaces that he is 
discussing are very expensive items, and a hundred thousand dollars 
is not much money for one of those major installations, and I think 
that we might thereby actually save some money. It might be 
constructive idea. They have the information together. 

You see, it is not competition with the Government that you all 
are discussing. 

Mr. Herrineron. No. 

Mr. Brooks. It seems to be, rather, possibly inefficient contracting, 
and it may be that some of those manufacturers were quite willing 
to put those big plants in 
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Mr. Hertneton. That is right. 

Mr. Brooks (continuing). And were very happy to have them 
because they know when the contract is over they can mark them 
off and then they will have them. 

Mr. Hertneton. That is right; very, very accurately stated. 

Mr. Brooxs. Which would more or less indicate to me that that is 
not necessarily the Government in business, but allowing themselves 
to be used. 

[ admit it is partially their fault when purchasing agencies are 
allowing themselves to be hornswaggled into authorizing these. 

Mr. Herineron. That is right. 

Mr. Brooks. I think, Madam Chairman, it would be proper to 
furnish this information to the Secretary of Defense. 

Mr. Pincner. It is Government competition indirectly when they 
furnish the contract and buy the equipment for those people to do 
that particular job. That is just as much the Government in busi- 
ness as if they were doing the same thing within their own shops. It 
hurts private industry just as much. 

Mr. Brooks. It costs the United States Government a lot more 
money, and I wonder—do you feel that that is a meritorious sugges- 
tion? , 

Mrs. Harpen. I think it is a very fine suggestion, Mr. Brooks, and 
if it is the pleasure of the committee, we shall follow your suggestion. 

Mr. Brooks. Are we subject to the rule of the full committee—or 
can we forward this on our own initiative? 

Mrs. Harpen. I suspect in executive session we will perhaps 
discuss this and come to some decision at that time. 

Mr. Br oKs. Good. 

Mr. Warp. I would like to add, Mr. Brooks, that I have been 
in touch with the General Accounting Office to see how they audit 
negotiated contracts and the vouchers arising under negotiated 
contracts, and they have given me copies of the regulations of the 
Army, at least, governing the making of negotiated contracts, and 
those regulations provide that there will be an attempt to use existing 
commercial facilities before they will allow the payment for the instal- 
lation of additional equipment. Apparently the regulation, if these 
stories are correct, and that is why I asked Mr. Herington for some 
specific cases, apparently their regulation is not being lived up to. 
If that is so, it might be subject to disallowance by the auditors in 
the General Accounting Office. 

Mr. Brooks. It certainly would be desirable to disallow a $250,000 
installation when—look at the Cleveland area. There must have 
been four new installations authorized on that list in Cleveland. 
Well, Lord knows there must be one heat-treating member of your 
organization in Cleveland? 

Mr. Hertnaron. We have five. 

Mr. Brooks. And they have what, 4 or 5 installations of the same 
type of equipment? It looks like duplication, Maybe the Army 
feels it is necessary, I don’t know, but we have all those. 

Mr. Meaper. Madam Chairman, apparently I have created a 
false impression here. I have no objection to finding out all the facts 
on this. What I am concerned about is that we don’t get off into a 
study of Government military procurement and invade the field of 
the Riehlman subcommittee. We have a big enough field to cover if 
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we just stick to this business—where is the Government engaging in 
industrial activity directly, and how do we separate those activities 
which are appropriate from those which ure not; and this struck me as 
being a very indirect subject to our main inquiry. 

& I mean, this is the closest you can come to it, as I see it, as being 
relevant to this inquiry—that the equipment is owned by the Govern- 
ment; or otherwise it just becomes a question of poor procurement 
practices, or spending more money to get the results that are neces- 
sary, and there it seems to me we come close to a question, if it deals 
with military departments which is something that the Riehlman 
subcommittee ought to get into. 

This committee is the 82d Congress, the Bonner committee, started 
out innocently enough investigating surplus property. Before we 
got through with it we were investigating military supply; we did some 
very valuable work in military supply management. 

The only reason I raised this question was that it seems to me we 
have to keep ourselves on the track or we will not get anywhere, but 
I don’t see any harm at all in submitting this to the Secretary of 
= fense, or, if we have the names of each of these procurement 

encies where they are expanding the heat treating facilities, writing 

a hs ‘tter and saying we want the complete facts; what is your justifica- 

tion for setting up heat treating fac ‘ilitie ‘s; it is an inefficient way to 

do it; but 1 don’t think we ought to go too far into procurement 

activities aa perhaps take over the jurisdiction of the Military Opera- 
tions Subcommittee. 

Mr. Pitcuer. Don’t you agree—I don’t believe there is any harm, 
inasmuch as these gentlemen have appeared before this committee 
and submitted the evidence, in turning it over to Defense and asking 
them to comment and we can turn that over to the Riehiman com- 
mittee or any committee we want to, but we will have done our part? 

Mr. Warp. I was going to say this could probably be given to Mr. 
Bender’s committee; it could be considered an accounting matter, if 
you want to do that, if you don’t want it to be considered @ commer- 
cial- or industrial- type of activity, or give it to Mr. Riehlman if you 
want to consider it military, or the full committee; it doesn’t make 
an difference. 

Mr. Meaper. I would send a letter over from our staff—we don’t 
have a big staff—and if we have time to draft a quick letter and get a 
reply—but I don’t like to see us make an investigation of this matter 
which borders on procurement. 

Mrs. HarpEn. I assure you it is not the desire of the chairman to 
invade any subcommittee chairman’s activities at anytime. 

Mr. Brooks. I am sure Mr. Riehlman wouldn’t think that was 
wrong if we sent it to Mr. Wilson; we could send a copy to Mr. Riehl- 
man, too. 

Mrs. Harpen. We have discussed this problem with Mr. Riehlman 
before we began these hearings and have his agreement to go into 
these matters. However, I think your suggestion to send them over 
to the Defense Department is, perhaps, a very good one and if we 
find that Mr. Riehlman’s committee should have the information we 
will be very glad to hand it to them. 

Do you have any other questions, Mr. Pilcher? 

Mr. Prncanir. No, ma’am. 

Mrs. Harpgen. Do you gentlemen care to make a statement? 
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Mr. Knerr. Well, perhaps we have invaded the wrong committee, 
but it was unintentional. Our special purpose was to help reduce 
useless Government expenditures, in which we are all interested. 
This is certainly a very obvious one and it does also compete directly 
with the commercial heat treat business because if I have a customer 
whose work I am doing and the Government installs equipment in that 
customer’s plant at no cost to him, that customer then takes his work 
away from me and does it himself, and deludes himself into the belief 
that he is doing it at much less cost. 

We could go on and give you many more instances of the circum- 
stances already quoted here. I want to emphasize that they are only 
a very few of the total cases of which we have knowledge. 

I think that is all [ need to say now. 

Mrs. Harpgen. Mr. Heinzelman, do you care to make a statement? 

Mr. HernzELMAN. No. 

Mrs. Harpen. Do you have anything further, Mr. Herington? 

Mr. Herineton. | believe | speak for the membership in saving 
we would be more than willing to have the opportunity to continue 
this further with any group and cooperate in any way to provide help 
that will be constructive all the way around. 

Mrs. Harpen. Thank you very much, and we do appreciate your 
coming over 

Mr. Hertnetron. Thank you. 

(A letter re Munitions Board action on heat-treating facilities 
follows 

Monitions Boarp, 
Washington 25, D. C., May 19, 1958. 
Mr. C. E. Herincron, 
Executive Secretary, Metal Treating Institute, 
New Rochelle, N. Y. 

Dear Mr. Herinaron: I wish to acknowledge receipt of copy of your letter 
of May 1, 1953, addressed to Mrs. Cecil M. Harden, chairman, Intergovernmental 
Relations Subcommittee, Committee on Government Operations. The questions 
raised in your letter of course are of great interest to an economy-minded Depart- 





ment of Defense. 

You made a specific request for information as to what steps the Metal Heat- 
ing Institute could take to assist in preventing costly installations which are 
neconomical. We believe that perhaps the most effective approach would be 
directly with leaders of American industries who require heat-treating services 
since they can point out to Government contracting officers that commercial heat 


treating is available and that it is not necessary to build new installations. An 
additional step would be to provide the Procuring Secretaries of the military 
departments with information as to where your institute has available heat- 


treating service. For this purpose, it is suggested that you direct the data to: 

The Under Secretary of the Amry, attention: Lt. Col. George E. Pickett, 
Room 3E616, The Pentagon, Washington 25, D. C. 

The Under Secretary of the Navy, attention: Mr. William H. Moore, Room 
2047, Main Navy Building, Washington 25, D. C. 

The Under Secretary of the Air Force, attention: Mr. Max Golden, 
4D943, The Pentagon, Washington 25, D. C. 

Sincerely yours, 


{00m 


J. W. Ferauson, Jr., 
Chief, Office of Facilities and Services. 
ec: Mrs. Cecil M. Harden, Chairman, Intergovernmental Relations Subcom- 
mittee, Committee on Government Operations, House of Representatives, Wash- 
ington 25, D. C. 
Mrs. Harpen. The meeting will be adjourned until 10 o’clock 


tomorrow morning. 
(Whereupon, at 4:40 p. m., the hearing was adjourned, to reconvene 
at 10 a. m., Friday, June 12, 1953.) 
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FRIDAY, JUNE 12, 1953 


House oF REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10:12 a. m., in room 
1501, New House Office Building, Hon. Cecil M. Harden (chairman 
of the subcommittee) presiding, 

Present: Representatives Cecil M. Harden (chairman of the sub- 
committee), George Meader, Jack B. Brooks, and J. L. Pilcher. 

Also present: Ray Ward, staff director, and Jane E. Morgan, clerk. 

Mrs. Harpen. The meeting will come to order. 

The clerk will call the roll. 

(The clerk called the roll, and the following members answered to 
their names: Mrs. Harden, Mr. Brooks, and Mr. Pilcher.) 

Mrs. Harpen. We are resuming hearings on the subject of com- 
mercial and industrial type activities in the Federal Government. 

We have several witnesses this morning, so it will be necessary for 
us to move along as rapidly as possible, as commitments of members 
make it impossible to have a hearing this afternoon. 

Our first witness is Mr. Randy Haskell Hamilton, representing the 
American Municipal Association. I might add that Mr. Hamilton 
has worked with us on a number of occasions and we have appreciated 
very much his fine cooperation. 

Will you please take the oath, Mr. Hamilton? 

Do you solemnly swear or affirm that the testimony which you will 
give at this hearing will be the truth, the whole truth and nothing but 
the truth, so help you God? 

Mr. Hamriiron. I do. 


TESTIMONY OF RANDY HASKELL HAMILTON, REPRESENTING 
AMERICAN MUNICIPAL ASSOCIATION 


Mr. Hamitton. My name is Randy Haskell Hamilton, and | 
represent the American Municipal Association. 

Mrs. Harpen. Will you please just highlight your statement for us 
because of the limited time. 

Mr. Hamittron. Yes. May I insert in the record our policy state- 
ments which consume a page and a quarter? 

Mrs. HarpEen. Without objection it is so ordered. 

(Policy statement referred to is as follows:) 
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Mr. Hamitton. The American Municipal Association is composed 
of nearly 12,000 cities in 43 States. 

I have no written presentation for the reason that I am going to try 
to be brief in view of your time limitations. 

First I want to thank the chairlady for the kind comments she made 
with reference to our cooperation with the committee staff, and you 
have our assurance that our organization will continue to cooperate. 

Mrs. Harpen. Thank you. 

Mr. Hamirron. You may wonder what interest the municipalities 
would have in a subject concerning the Federal Government’s indu 
trial-type activities, and we submit that all those activities on that list 
on the wall, plus some others, take place inside the city limits. The 
conduct of industrial-type activities is usually associated with a tax 
exemption and the tax exemption is from local taxes. C onsequently 
from the local level we feel we have a very serious interest in this 
industrial-type activity. 

Our testimony extends to that type of industrial activity concerned 
with the process of manufacture, fabrication, repair, generation of 
electrical energy, transportation, storage, mining, or any similar 
process of a type commonly carried on by private enterprise. 

The American Municipal Association 1s not primarily concerned 
with the taxation of indust rial-type activities carried on within the 
confines of service installations when such activities are incidental t 
the primary operational mission of the post, camp, station, or installa- 
tion, except when such activities involve a clear and direct use of 
municipal utilities such as fire protection, water supply, or sanitary 
disposal. 

During World War No. 2, and more partici ularly in the period since 
World War No. 2, many = the Nation’s municipalities have become 
more and more burdened by the presence of increasing amounts of 
tax-exempt Federal property. A considerable portion of this tax 
exemption has come about through the tax exemption of industrial-type 
property which was not envisioned at the time that the constitutional 
theory of intergovernmental relations and intergovernmental tax im- 
munity was established. These are proprietary functions and, as an 
eX- professor ot political science, I have serious doubts as to whe yer r 
or not the constitutional fathers had these proprietary functions in 
mind when they considered the question of intergovernmental tax 
immunity. 

In the Constitutional Convention the intergovernmental tax immu- 
nities were granted in the interest of carrying on the functions of t 
Government and it is questionable as to whether or not the functions 
of the Government could not be carried out perhaps better with the 
elimination of some of those industrial-type activities. 

The burden has increased in many communities, so much so that 
the citizens have found that they must carry a disproportionately 
heavier load of local taxes in order to pay for the municipal services. 
When the Government enters an industrial-type activity and takes 
over a plant, that does not lessen the need for nor the demand for 
municipal services to the building, to the property, and to the occupants 
of the building. All it does is take it off the tax rolls, with the result 
that the remaining taxpayers must pay a proportionately heavier 
share and the tax resources upon which the local government has to 


draw to provide municipal services is weakened and chipped away. 
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I won’t bother you or burden you with telling you that many mem- 
bers of this committee, the Senate Committee on Government 
Operations, the Republican Party platform, the Democratic Party 
platform and the statements of the majority and the minority leaders 
and the Hoover Commission all say that it is bad policy to reduce 
local-tax fiscal resources. You all know those sentiments. You have 
heard them expressed by me and others before this committee at 
previous times 

Some of these industrial-type activities have been transferred from 
one agency of the Federal Government to another with the result that 
they have come off the tax rolls. I had intended to speak to that 
point more at length than I will. I will save that particular subject 
for the hearings on Mr. Hillelson’s bill and deal specifically with that 
particular problem. 

A little-known type of industrial activity of the Federal Government 
is the industrial activity of the Federal Government which has to do 
with the so-called partial-payments clauses in which the Federal 
Government takes title to personal property as well as real property 
which has been paying taxes in the local communities for many years 

The Defense Department, relying on an old decision in the 1890’s 
has begun to write contracts which read as follows: 


The contracting officer may, from time to time, authorize partial payments to 
the contractor upon property acquired or produced by it for the performance of 
this contract; * * * upon the making of any partial payment under this contract, 
title to all parts, materials, inventory, work in process, and nondurable tools 
therefore acquired or produced by the contractor for the performance of this 
contract, = properly chargeable thereto under sound accounting practice, 
shall forthwith vent in the Government; and title to all like property thereafter 
acquired or prod nos d by the contractor for the performance of this contract and 
properly chargeable thereto as aforesaid, shall vest in the Government forthwith 
upon said acquisition or production es 


This is an interesting gimmick because it allows the Federal Gov- 
ernment to extend its tax immunity to an industrial operator upon 
payment of a partial sum on the full-contract clause. This partial- 
payment activity is a particular example of the industrial-type activity 
that, while not generally thought of, is of great importance to local 
communities. 

I could name the cities about the country such as Detroit, Mich., 
New Orleans, La., San Diego, Calif., Los Angeles, Calif., and many, 
many others, large and small, which have suffered grievously under 
this industrial-type operation. 

I submit also that the extension of the Government into industrial- 
type activities has not come to a halt and is, rather, being extended. 

| refer now to a new type of activity which at least eight bills deal 
with in the current Congress. ‘This is an activity of getting into the 
business of office buildings, more fully than you are already in it. 
Several bills have been introduced in both Houses of Congress, some 
of which are before this committee, such as H. R. 2250. These bills 
provide a new Federal policy—a lease payment plan, a so-called 
easy-payment plan, which is no money down and we will pay rent, 
and when we are finished paying rent we will own the building in 
20 years. This is an industrial operation, I submit. It puts the 
Federal Government into the business of office management. When 
the Government acquires title to the building—off the tax rolls it 
comes. 
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[ could go on and | could give further examples. I could explain 
how the industrial-type operations cause local communities which 
suffer from this practice to subsidize the rest of the taxpaying base 
in the Nation. 

Under the Federal system it is quite apparent to me that the 
attempt is made to levy taxes on the taxpaying base, uniformly, to 
support the Federal functions. When an industrial-type activity 
comes into a community and the property comes off the tax rolls I 
submit that this causes the people who remain in that community to pay 
taxes to subsidize the rest of the country on that industrial activity, 
and I submit that this is not in keeping with the principles upon which 
this Government was founded and on which it is based. 

Madam Chairman and members of the committee, | have promised 
the committee staff that 1 would not take too much time. I just 
wanted to make that simple and short presentation to bring before the 
committee that fact which is often overlooked, namely, that there is 
not only a severe hardship caused by the industrial-type activity to the 
commercial and mercantile community, but also to the Government, 
to the local governments, and I presume that all the members of this 
committee on their forthcoming Fourth of July speeches in their home 
communities will stress the fact that the foundations of this Govern- 
ment lie on a strong, local, democratic system. 

Thank you very much, Madam Chairman. 

Mrs. Harpen. Thank you, Mr. Hamilton, for your fine statement 

To what extent do you feel that the municipalities of the country 
will benefit if unfair Government competition with private industry 
were eliminated? 

Mr. Hamitron. Well, I feel that it will benefit in two ways: Dollar- 
wise and the solving of the very vexing problem of the payments in 
lieu of taxes. Extension of this type of activity hastens the final 
coming to grips which we will be faced with at some time. I sympa- 
thize with you. It is the hardest problem you will have to face in 
this area. Municipalities will benefit in that regard because the final 
solution of this will be easier rather than harder. 

Secondly, they will benefit by receiving back on their tax rolls 
properties which, because of their inherent nature as being industries, 
pay not inconsiderable taxes. It is axiomatic that the industrial type 
of property pays a proportionately heavier share of the taxload than 
the residential. Consequently, the removal of industrial property 
from the tax rolls causes a disproportionate burden on the tax base. 

We will receive for every one of the industrial properties that comes 
back on the tax roll a proportionately greater benefit than we will 
receive for any other type of unit which comes back on the tax rolls. 

Mrs. Harpen. Thank you. 

Do you have any questions, Mr. Brooks? 

Mr. Brooks. No questions. 

Mrs. Harpen. Mr. Pilcher? 

Mr. Pitcner. No questions. 

Mrs. Harpen. Again I thank you, Mr. Hamilton. 

Mr. Waring, our next witness, represents the National Furniture 
Warehousemen’s Association. Mr. Waring is the Washington direc- 
tor of that association. 

Will you please take the oath? 
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Do you solemnly swear or affirm that the testimony which you will 
give at this hearing will be the truth, the whole truth and nothing but 
the truth, so help you God? 


Mr. Wartna. I do. 


TESTIMONY OF LUTHER PARSON WARING, CHAIRMAN, 
SUBCOMMITTEE OF GOVERNMENT LIAISON COMMITTEE OF 
NATIONAL FURNITURE WAREHOUSEMEN’S ASSOCIATION 


Mr. Wartnc. Madam Chairman and members of the committee, 
my name is Luther Parson Waring. I have been engaged in the house- 
hold-goods moving and storage industry for the past 25 years and am 
chairman of a subcommittee of the government liaison committee of 
the National Furniture Warehousemen’s Association, whose national 
office is located at 327 South LaSalle Street, Chicago, Ill. 

Mr. Brooks. Do you think it would be advisable for Mr. Waring, 
in the interest of time, to make some comments on his testimony 
rather than reading it and let us read it? You could add any addi- 
tional thoughts you might have, Mr. Waring, rather than read the 
entire testimony. 

Mrs. Harpen. Perhaps you were not in the room when I made the 
statement that because of other commitments the members cannot be 
in session this afternoon. We have several witnesses, and thought it 
would expedite matters if you just highlighted your statement and 
then we shall be glad to insert it in the record. 

Mr. Warina. I will be glad to do that. 

(Mr. Waring’s prepared statement follows: 


STATEMENT OF LUTHER PARSON WARING, CHAIRMAN, SUBCOMMITTEE OF GoOv- 
ERNMENT LIAISON COMMITTEE OF NATIONAL FURNITURE WAREHOUSEMEN’S 
ASSOCIATION 


The National Furniture Warehousemen’s Association is comprised of some 700 
members throughout the United States who operate more than that number of 
household-goods warehouses, and who are engaged in the moving, packing, and 
storage of household effects. The facilities maintained by the members of our 
industry represent local investments of hundreds of millions of dollars. 

My subcommittee was appointed to study the justification, the validity, and 
the economy of the current Department of Defense policy of providing its own 
services in connection with the packing and storage of household effects. This 
parallels those services readily available in our industry. 

At many military establishments, household effects are being packed by civil- 
service personnel. Army and Navy trucks are employed to move the goods and 
large areas of space in military warehouses are devoted to the packing and stor- 
age of household effects. Cameron Depot in nearby Virginia is a striking example 
of this type of activity. They operate a fleet of some 25 to 30 trucks for the 
moving of household effects, and maintain a household-goods packing and crat- 
ing department occupying approximately 150,000 square feet of space. From 
the testimony of Mr. Hudson of the National Wooden Box Association, Cameron 
Depot manufactures overseas furniture boxes at a cost of approximately $48 
each. Thousands of these boxes are being used, not for overseas shipments, but 
to accommodate furniture for storage in military warehouses. 

We cannot estimate the cost of the operation and maintainance of these facilities, 
and doubt that accurate costs are available, but by observation, it is most obvious 
that if all true costs were considered, these services could be performed by industry 
at an appreciable savings to the Government. 

Prior to World War II, as military personnel were transferred from one post 
to another, our industry was called upon to provide the necessary services in 
connection with the transportation of their household effects. This service was 
provided at Government expense by means of annual contracts, purchase orders, 
and Government bills of lading. In the event that an individual elected to store 
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his household effects during a tour of duty, thereby saving the Government the 
costs of packing and transportation, he was required to do so at his own expense 
Our industry handled the storage of thousands of such lots. 

Subsequent to World War II, and as a result of the provisions of the Pay 
Readjustment Act of 1942, (56 Stat. 364) as amended by section 205 of the act 
approved August 2, 1946, (60 Stat. 860) and as provided in Executive Order 
10053, dated April 20, 1949, under certain conditions, the military personnel wer¢ 
accorded the privilege of the storage of their household effects at Government 
expense. 

An initial study of the results of these provisions discloses a forward step In 
economy, as well as long needed relief from expense for those covered, who, becaus¢e 
of necessity or choice, do not require the use of their household effects when 
ordered to sea duty or to duty outside of the United States. <A spot check made 
it quite obvious that in every case, the cost of the round-trip shipping of household 
effects during a tour of duty was far in excess of the cost of domestic storage and 
redelivery. 

Pursuing further into the subject, however, we find that these provisions 
limit the method of the handling of the long-term storage, which, if corrected, 
would effect an additional savings of millions of dollars annually. 

For storage in transit and for temporary storage for a period of not to exceed 6 
months, the order provides for the use of commercial facilities, but for the long- 
term nontemporary storage, as defined in the order, it provides for storage only 
at an installation of the service concerned 

The net effect of the application of this provision is that the cost to the Govern 
ment is considerably greater by storing the effects at militarv warehouses than if 
the effects were stored in public household-goods warehouses as had heretofore 
been the customary practice 

In order to provide storage, the military services arrange to have all household 
effects packed and crated for shipment and then shipped by freight to a designated 
military warehouse. This procedure is definitely not economical and certainly 
is not the practice in the household-goods warehousing industry. The cost items 
of packing and crating for shipment, and freight to a warehouse some distance 
from the point of origin of the goods, involve millions of dollars of unwarranted, 
inappropriate, and wasteful costs 

From the records of the various members of our industry, we have analyzed the 
total costs under the present procedure. This was compared with what the cost 
would have been had the goods been stored uncrated at a public household-goods 
warehouse at point of origin, and then at the expiration of the storage period, 
shipped by van to the new domestic destination. The difference is an astounding 
sum. 

This survey indicated that the average lot, before crating, weighed 3,808 
pounds, and that after crating, the average lot weighed 6,361 pounds. The aver- 
age cost to pack and ship the average lot to a military warehouse was $625.19 
Had these goods been stored at an industry household goods warehouse at point 
of origin, the average cost to deliver the lot to storage would have been $97—an 
average difference of over $500 per lot. 

We have been unable to determine the exact number of lots now in military 
warehouses, but we estimate the total to be some 20,000 to 30,000 lots. It should 
be borne in mind that these averages are intended to illustrate a general picture 
and are not to be construed as an exact statement or as an exact overall average 
In each case, the figures are based on the records of our members, who, under 
contract, packed effects for storage for a local military installation. 

It has been difficult to obtain definite statistics to determine the total volume 
invelved. From the infcrmation that has been made available, it is estimated 
that over 3 million square feet of space in military warehouses is now cecupied 
by household effects. At a construction cost of not less than $6 per square foot 
this represents $18 million worth of military warehouse space that is urgently 
required for the storage of defense materiel, and which is at present occupied by 
household effects. Our industry stands ready, willing, and able to accommodat« 
these goods. A survey conducted a vear ago by the Defense Transport Admi 
istration confirms information developed in our industry that out of approximately 
40 million square feet of space in public household goods warehouses, approxi- 
mately 8 million square feet is unoccupied and available. This unoccupied 
space is well distributed throughout the United States, even at the points of 
heavy military concentration. 

Generally speaking, our industry is composed of numerous, relatively small 
local storage companies. Our investment in real estate, specialized improvements, 
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and equipment is substantial Collectively, we employ tens of thousands of 
skilled personnel covering the ted States to serve local communities. 

Our local, State, and Fede ix contributions are appreciable. The handling 
of household effects of military personnel by industry would not only save millions 
of dollars, and relieve congested military storage space, but would stimulate local 
business and provide added local employment and tax revenue 

On behalf of the members of the household goods storage industrv, I wish to 
express appreciation for the time you have accorded us, and for your consideration 
of this subject. 


Mr. Warina. Our interest in this matter is the packing, crating, 
storage, and handling of household goods by military activities who 
are doing this work themselves, handling it with their own facilities 
rather than having it handled by our industry. 

We have very definite examples of this right nearby over at Cameron, 
Va., where ae an ests abli hment is maintained to pack household 
goods and ship household effects and store household effects. 

We are - valnnaahe interested in the storage of household effects. 
We are advised that roughlv 3 million square feet of warehouse space 
in military warehouses is now occupied by household effects. In 
order to provide this service the household effects are packed and 
crated or packed in these overseas cases at the point of origin ar nd 
shipped some distance to a military warehouse where they are occupy- 
ing space that is needed for defense material. 

In the industry we handle the storage of household effects in a little 
different manner. We store them uncrated at the point of origin and 
then at the expiration of the storage period we deliver them by van to 
the ultimate destination. In handling it in that manner we save the 
very costly process of packing, crating, and shipping. 

Statistics were difficult for us to obtain at the various branches of 
the service, so we conducted a survey among the members of our 
industry to try to determine the cost under this present procedure. 
We found it to be excessive in that on the average in 100 lots that we 
picked out the cost to deliver those goods to a military warehouse for 
storage ran approximately $600, whereas the cost to have taken those 

‘fects to storage in industry warehouses at point of origin the cost 
would have been approximately $100, making a saving to get the goods 
to storage of approximately $500 for each lot. We don’t know how 
many lots of household effects are in the military warehouses, but we 
estimate it must run 20,000 to 30,000 lots. 

Our industry is ready and able and willing to handle the storage of 
these goods. We have roughly 8 million square feet of space available 
throughout the United States. It is well distributed throughout the 
United States and there is quite sufficient space where there are points 
of heavy military concentration. 

Our iadustry is composed ef relatively small] local storage companies. 
We have a substantial investment in communities throughout the 
United States in real estate, specialized improvements, and equip- 
ment. We employ tens of thousands of personnel covering the United 
States to serve local communities. Our local, State and Federal taxes 
are appreciable. 

The handling of this storage and packing by the industry would 
not only save the Government millions of dollars in our opinion—and 
I think it can be proven—but it would also relieve a great dea) of con- 
gested military warehouse space. It would stimulate local business 
and it would provide additional local, State and Federal tax revenues 
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I want to emphasize that our activities are community activities, well 
distributed. 

Madam Chairman, I think that just covers the highlights of what 
] have to say. 

Mrs. Harprn. Your testimony is very interesting, Mr. Waring, 
particularly in light of the statement of Mr. Hudson of the National 
Wooden Box Association that the Army has a large operation at 
Cameron, Va., near Washington, where they make the overseas con- 
tainers for household goods. According to Mr. Hudson, the cost of 
the boxes must be somewhere in the neighborhood of $48 each. If, 
as you indicate, the boxes may be unnecessary in some cases, or are 
improperly used, in others, there is double expense involved to the 
Government. 

Mr. Warina. That figure of $48 is about correct. 

Mrs. HarpEen. Did I understand you to say that your industry 
has approximately 40 million square feet of storage space and that 
some 8 million feet are presently available for storing furniture? 

Mr. Warinc. That is correct. That is substantiated by a survey 
made by the Defense Transport Administration last year. 

Mrs. Harpen. You iadicated also that the military depots contain 
in the neighborhood of 3 million square feet of household goods; 
is that correct? 

Mr. Warinea. That is the most accurate figure that we have been 
able to obtain. 

Mrs. Harpen. Do vou feel, then, that if the household goods were 
not crated, but stored in the nearest commercial facilities uncrated 
until final disposition were determined, the great economy that would 
accrue to the Goverament and private business would be helped 
well. 

Mr. Warina. Very definitely. 

Mrs. Harpen. Are you familiar with Public Law 600 of the 79th 
Congress, where civilian household goods are transferred and the 
commutation is given to the owner so he may employ any carrier 
he desires without involving the Government in the transaction? 

Mr. Warina. Yes, | am familiar with that 

Mrs. Harpen. Have you given any thought to applying the com- 
mutation idea to the storage of personally owned household goods? 

Mr. Wartna. That has functioned very well for the civilian per- 
sonnel and I feel personally that it would for the military personnel. 
I think it is worthy of study, and it would certainly simplify and elimi- 
nate a great deal of redtape that we now go through in the handling 
of household effects for military personnel. 

Mrs. Harpen. Do you feel that it would save the Government any 
money? 

Mr. Wanrina. I feel very definitely it would save the Government 
money. 

Mrs. Harpen. And would it also be in the interest of the em- 
ployees? 

Mr. Warina. I think it would be in the interest of the employees 
in that they could make their own arrangements and choose the con- 
tractor that they prefer to obtain the service that they need. 

Mr. Harpen. Thank you. 

Mr. Meader, do you have any questions. 
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Mr. Meaper. Yes. Mr. Waring, I notice that the cost to the 
Government of storing the effects at military warehouses is consider- 
ably greater than if the effects were stored in commercial warehouses. 
I noticed that statement on page 3, the second paragraph of your 
statement. 

Do you have any approximate figure of cost per square foot of 
warehousing operations commercially as compared with military 
warehousing? 

Mr. Warinea. I do not because I don’t know the cost of maintaining 
a military warehouse. That would have to come from the military. 


Mr. Mraper. You have never seen any figure published by the 
military on vhat it costs them to store? 
Nii W ARI ty. N | ion n't 


Mr. Mraper. " hat has been a subject I have been interested in for 
quite a long time and we have never been able to get them to come up 
with anything that was at all reliable on what it costs them to store 
material. J just thought you might have some information on it that 
I haven’t been able to get myself 

Mr. Wartne. Mr. Meader, the only information that I could give 
on that, is strictly a wild guess and I don’t know that it should be put 

nas a matter of record. 

We have estimated that the cost of storage in military wi arechouses 
must run some place around 20 cents per hundredweight of the gocds, 
or 20 to 25 cents, but that is an estimate that we have made in the 
industry 

Mr. Brooks. Over what period of time is that 20 to 25 cents? 

Mr. Warinc. That is per month. 

Mr. Meaper. In that figure, do you include the capital investment 
and the erection of warehouse 

Mr. Warina. Yes. 

Mr. Mraper. Do you calculate anything for the item of taxation 
in the event that same space were privately owned? 

Mr. Warina. No. 

Mr. Mraper. What is your commercial rate comparable to that? 

Mr. Warinc. Our commercial rate on household effects is a little 
higher because of the bulk per hundredweight. It averages about 35 
cents per hundredweight per month. 

Mr. Meaper. This 3 million square feet that you spoke of, is that 
the space occupied by household effects of military personnel in Gov- 
ernment storage. 

Mr. Warinc. Yes, sir 

Mr. Mraprer. Do I understand that there is no commercial stor- 
age of personal effects of military personnel on active duty? 

Mr. Warine. Only what is known as the temporary or short-term 
storage. Storage for periods of 6 months or less is handled com- 
mercially. The nontemporary or long-term storage is being handled 
in military warehouses. 

Mr. Meaper. Do you give any discount to military personnel for 
such storage as compared to the ordinary individual storing household 
effects for that period of time? 

Mr. Wartne. I would say “Yes.” We have done that locally. 
Prior to the storage at Government expense we did allow a discount 
to officers in the service. And for long-term storage, if handled by the 
service, it would probably be on a contract rate which would be less 
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than our normal rate. If handled by the individual under a com- 
muted basis, I am sure that it would be at a discount. 

Mr. Meaprer. Has there been any expansion in this storage activity 
of the military services? What I mean to say is at one time did your 
organization or members of your group receive more of the military 
storage business than you do now? 

Mr. Warinc. Prior to World War II, and I am speaking now of the 
Washington warehouses and I have been led to believe that it is true 
throughout the country where there were any military establishments 
of any size, our oce ‘upanc, y in hon se ‘hold effects was probably at least 
one-third for the effects of milits iry personnel, the long-term storage 
Now we have very few long-term storage accounts for military per- 
sonnel except from those who wish to store their effects in a special- 
ized household goods warehouse at their own expense rather than 
store them in a military warehouse at Government expense. 

Mr. Meapver. In other words, the answer to my question is that the 
Government has been expanding its storage of military personnel 
foods. 

Mr. Wartinc. Oh, yes, tremendously 

Mr. Mraprr. Do you have any suggestions of a workable meat 
of preventing this storage activity by the military services, assuming 
that the committee or the Congress should agree that that is one type 
of activity which the ion rnment should not engage in? 

Mr. Warina. Mr. Meader, first of all, I understand that there is 
some question which has been raised as to whether or not the long- 
term storage is authorized by law. We in the industry recognize th 
fact that it is considerably less expensive to store effects than to ship 
them some distance to a new post and then ship them back again 
We believe that it would be and is economy to store rather than shi 
[ think that if that were clarified, that the right to store were clarified 
by law, that it could very easily be handled by industry or on a com- 
muted basis or under contracts or purchase orders with the military 
establishments 

Mr. Meaper. I was not thinking particularly about what the mili 
tary would do if it were inclined to do so, but I was thinking about 
what Congress might do to force this action even though the military 
would not do it voluntarily. Do you have any suggestions as to what 
we might incorporate in legislation to get the Government out of this 
business of storing household goods and personal effects if that seemed 
to be the policy of the Congress? 

Mr. Wartna. I think that the clear-cut authority to store household 
-ffects, that is for the long-term storage, is the first thing that is 
required. 

Mr. Meaper. You mean to authorize military personnel to store 
in commercial facilities? 

Mr. Wartna. Yes, sir. 

Mr. Meaper. And you say at the present time the law does not 
permit that? 

Mr. WarinG. I am told that there is some question as to whether 
or not it is definitely authorized. 

Mr. Mraper. That is all. 

Mrs. Harpen. Have you any questions, Mr. Brooks? 

Mr. Brooks. Yes, ma’am. 


ls 
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As to your last statement, you don’t know whether they have been 
authorized to store in excess of 6 months in a commercial warehouse, 
and yet you are in the warehouse business, sir? 

Mr. Warrna. I am in the warehouse business and it is very clear 
that they are authorized temporary storage which has been defined 
in an Executive order as 6 months. The legal basis for the storage of 
these household effects is in the Pay Readjustment Act and an amend- 
ment thereto. The mechanics, of course, are arranged and provided 
for in Executive Order 10053. Apparently the Pay Readjustment 
Act does not specifically spell out long-term storage, but it is spelled 
out in the Executive order, which states that the long-term storage 
may be provided only at an installation of the service concerned. 

Mr. Brooks. The question, sir, to get it more specific, was, as you 
understand it this may be provided by the military. Do you know 
whether or not a man can store his furniture for in excess of 6 months 
in a commercial establishment as of today, this order having been in 
effect apparently by your testimony since April 20, 1949, being about 
4 years or more? 

Mr. W ARING Not as ol today 

Mr. Brooks. In 4 years they haven’t decided yet whether some- 
body could try it and it would seem to me if I were in that business ] 
would have had somebody from my hometown put their furniture in 
for 7 months and we would have found out about 3 years ago what the 
story was, and I can’t understand why somebody in the warehouse 
business hasn’t already found out whether they can store them in 
commercial warehouses, since it is your business. You still don’t 
know. 

Mr. Wartna. I know that they cannot. 

Mr. Brooks. That you cannot? 

Mr. Warina. That is right 

Mr. Brooks. In excess of 6 months? 

Mr. Wartna. That is right, not in excess of 6 months 

Mr. Brooks. Oh, they cannot 

Now, I also wondered in your discussion of this long-term storage 
itself, do you feel that the military personnel would be just as well 
served if they were required to store their furniture rather than hav- 
ng it shipped? This is in reference to your suggestion that it was 
more economical and more advisable, | think, to store furniture 
rather than to ship it. Would you clarify that? 

Mr. Warne. In very many instances they cannot take their effects 
because of certain situations such as unfavorable political conditions 
at the foreign port. In many instances they do not care to take all 
their household effects. They may take a few personal effects, 1,000 
pounds or more of personal effects, in which case there is a definite 
saving to the Government, because the cost of storage would be less 
expensive than the cost of shipping. I wouldn’t care to state that 
they should be required to store rather than ship, but I believe that 
they should be accorded the privilege to store rather than to ship, 
and should be reimbursed for the cost of storage, particularly in cases 
where they are not permitted to take their household effects. 

Mr. Brooks. That is the way the law is now, isn’t it? They have 
that privilege of storing. 

Mr. Warine. Yes, sir, except that it must be in a military warehouse. 





; 
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Mr. Brooks. I thought it said that it may be, as you read that 
order. 

Mr. Warinc. The order provides for storage only at an installation 
of the Service concerned. 

Mr. Brooks. For in excess of 6 months. 

Mr. Warrna. Yes, sir, for in excess of 6 months. 

Mr. Brooks. On these costs in your statement you said that the 
average cost of shipping and packing was $625.19. I wonder how 
you had figured out that cost so accurately or rather to the penny, 
when earlier in your statement and in answer to a question from Mr. 
Meader you seemed to indicate that you were guessing at the cost of 
the crating. 

Mr. WARING. Oh, ho. 1 was vuessing at the cost of the operation 
of the military warehouse. These figures are obtained from a survey 
that we have made within our own industry. ‘They are figures that 
are actual costs under contract for the packing of household effects 
of personnel where the goods have been shipped to a military ware- 
house for storage. 

Mr. Brooks. Those are contracted to private enterprise, in- 
dividuals, people working in the contracting business of packing goods 
for the Government? 

Mr. Warina. Yes, sir. 

Mr. Brooks. They are on contract? 

Mr. Warina. Yes. 

Mr. Brooks. The gist of this is that you do not want them to 
let those contracts to private individuals who are in the business of 
packing and ship»ing and you would rather that those contracts 
should be made with warehousemen. I don’t quite follow what you 
are trying to get done there. 

Mr. Warina. The point there is that packing and crating and 
packing up in these overseas lift cases or packing cases is not necessary 
for the storage of household effects. It is necessary for the export 
shipping of household effects but it is not necessary for the storage 
of household effects. They can be stored uncrated at the point of 
origin. 

Mr. Brooks. Aren’t some of these goods stored uncrated? 

Mr. Warina. There may be some, but very, very few. The great 
majority of goods stored in the military warehouses, for long-term 
storage, are packed for shipment. They are crated, and a great 
many of them, particularly in the Army and the Air Force, are 
packed in these overseas cases, the cases referred to by Mr. Hudson 
in his testimony. 

Mr. Brooks. If I were stationed in Washington and were shipped 
out to California and anticipated being there for 8 months and 
didn’t want to move my furniture and I left it in storage, which would 
be termed long-term storage, would they automatically put that 
furniture in one of these big boxes you are talking about? 

Mr. Warina. Yes, sir. 

Mr. Brooks. They arbitrarily would at the time when they stored it? 

Mr. Warina. Yes, sir, if under the particular set of orders you 
were entitled to the storage of household effects, they would be packed 
up in one of those big cases and shipped some place to a military ware- 
house. 
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Mr. Brooks. And your theory then and your contention is that it 
would be cheaper to leave them unpacked and move them in vans to 
a commercial warehouse? 

Mr. Warina. My theory is that it would be considerably cheaper 
to have those effects placed in storage uncrated at the point of origin, 
the initial point, and then at the expiration of the storage period when 
you are ready for the goods, shipped to the ultimate destination by van. 

Mr. Brooks. Uncrated? 

Mr. Warinc. Uncrated, yes. 

Mr. Brooks. That doesn’t sound so unreasonable. 

1 have no further questions, Madam Chairman. 

Mrs. Harpin. Mr. Pilcher, do you have any questions? 

Mr. Pitcuer. Just one. You say that there are not but about 
25,000 or 30,000 units of those military household goods stored, 
25,000 or 30,000 units, as nearly as you can get at? I believe that is 
what you stated a while ago. 

Mr. Warinc. We have been advised that there is something over 
3 million square feet of space now being occupied. That 20,000 
to 30,000 lots is based on the average amount of space these goods 
are occupying. 

Mr. Pitcuer. I am not talking about Washington, but do you 
mean to say that there is ample warehouse space all over the United 
States at the different military installations? 

Mr. Warina. Yes, sir. 

Mr. Prucuer. Isn’t warehousing one of the short things we have 
in the country today? I am in the warehouse business myself, not 
the packing business 

Mr. Warina. In the merchandising business that is true, but in 
household goods we have about 8 million square feet available. 

Mr. Pitcuer. You are talking about these crates. If you were a 
GI and had a wife and your little household effects, maybe they were 
nice, and constituted practically your life’s savings and you were 
fixing to be shipped to Korea or to Germany or some other place, 
wouldn’t you rather have your life’s savings crated up in a good box 
and stored somewhere rather than stored in the average packinghouse 
all over the country? The way that you would handle it might be a 
good thing, but we all hire people to stack stuff and put it back, but 
don’t you think that a GI is entitled to that much? 

Mr. Warina. Being familiar with the industry, I think the GI 
would be entitled to store his goods in a household goods warehouse 
which is a specialized warehouse. 

Mr. Prtcuer. But you don’t have these specialized warehouses at 
every military installation all over the country. 

Mr. Warine. We have hundreds of them, well, I can say thousands 
of them all over the United States. 

Mr. Pitcner. I am for getting the Government out of business, as 
everybody is, either in direct competition or the industrial-type 
activity and for instance the post exchanges and things of that type. 
But I also know that the boys and girls are not breaking their necks 
to get into the service today. 

1 know I would rather have my belongings crated in a good box than 
have them stacked around in different warehouses. I am not talking 
about a first-class place in Washington or Chicago or the big places, 
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but I can show you some furniture stored in some so-called warehouses 
in the small towns in my section of the country that is not handled 
like you would handle it here, and it is not handled like I would want 
mine handled if I were off scrapping. 

Mr. Wartna. We have some very excellent warehouses in Georgia. 

Mr. Pitcuer. Yes; I know you have, some of the best, but some of 
them are not so hot. 

I have got some cotton warehouses and some of them are modern 
and when we get loaded we put it in some where it leaks and rains on it. 
It is just according to how crowded we get. 

Mr. Wartna. Usually our warehouses are all fireproof construction 
and we try to make them as dustproof as possible, and weatherproof. 
In most instances, at least in a great many instances, they are de- 
signed and constructed for that one purpose. We have low ceiling 
heights. The goods are not stacked high. They are wrapped. 
They are handled only when they are brought into the warehouse and 
when they are delivered from storage. 

Mr. Pitcner. That is true, and they can put more in a small place 
than any bunch of fellows I have ever seen, but there are some that 
that are not up to that standard that I have seen. 

Mr. Warina. Here in Atlanta there is Cathcart, which has 40,000 
square feet of storage, concrete warehouse, fireproof. 

Mr. Pitcurr. What have they got down at Valdosta and Albany? 
You have got one, but I am talking about the type. There is a big 
Marine base at Albany and a big jet base. 

Mr. Warina. I do not have a complete list of all the warehouses. 
We have no members of the National Furniture Warehousemen’s 
Association at Albany. Is there some larger city that is adjacent to 
it? 

Mr. Pitcuer. Not that I know of. I know you have modern 
facilities at Atlanta. I have been there. 

Mr. Warine. And Columbus and Savannah. 

Mrs. HarpEN. Do you have any further questions, Mr. Pilcher? 

Mr. Pitcuer. No. 

Mrs. Harpen. Mr. Ward? 

Mr. Warp. No questions. 

Mrs. Harpren. Thank you so much for coming, Mr. Waring. 

Mr. Warina. Thank you, Madam Chairman. I appreciate your 
time and consideration. 

(Data on surveys made by Luther Parson Waring’s organization 
follows:) 

HYPOTHETICAL ILLUSTRATION 

Comparative costs of shipping household effects to foreign station as compared 
to cost of storage in military warehouse and cost of storage in industry household 
goods warehouse. 

(Costs are estimates based on commercial rates. Although part of the services 
and transportation may be handled by military activities and conveyances, 
the actual costs should be comparable.) 

John Doe on duty in St. Louis, Mo., is ordered to Frankfort, Germany, for 
a 2-year tour of duty, at the expiration of which he is ordered to duty in Washing- 
ton, D. C. 
| The uncrated weight of his household effects is 4,500 pounds. The crated 
shipping weight of his household effects is 7,500 pounds. 
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Shipping household effects from St. Louis to Frankfort to Washington: 
Pack and ship f. o. b., St. Louis 
Inland freight, St. Louis to New York__- 
Ocean freight, New York to Bremerhaven 
Inland freight, Bremerhaven to Frankfort 
Local delivery and unpacking , 
Pack and ship f. o. b., Frankfort is wa 
Inland freight, Frankfort to Bremerhaven_- 
Ocean freight, Bremerhaven to New York 
Inland freight, New York to Washington 
Local delivery and unpacking 


otal to pack and ship if goods accompany John Doe 


Goods placed in military warehouse during this tour of duty 
1. Pack and ship f. o. b., St. Louis a 
2. Inland freight, St. Louis to Fort Worth (storage point 
3. Handling and military storage for 2 years ; 
4. Inland freight, Fort Worth to Washington 
5. Local delivery and unpacking 


Total if handled in military storage. j wor 


Goods placed in industry household goods warehouse during this tour 
duty: 
1. Preliminary packing and moving to storage in St. Louis 
2. Storage for 2 years a fain otal Ssielee a 
3. Long distance move and delivery to residence in Washington_--_---_ 


Total if handled by industry 
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Mrs. Harpen. Our next witnesses will be the representatives of 
the National Paint, Varnish, and Lacquer Association. They are 
Mr. Daniel Boland, general counsel; Mr. Paul Croll, of the Pittsburgh 
Plate Glass Co., and Mr. Clarence W. Slocum, of Devoe & Raynolds. 

Will you gentlemen pli ase take the oath? 

Do you solemnly swear or affirm that the testimony which you will 
give at this hearing will be the truth, the whole truth, and nothing but 
the truth, so help you God? 

Mr. Botanpn. I do 

Mr. Crouu. I do 

Mr. Stocum. I do 

Mrs. Harpen. Might I add that the paint story is one which this 
subcommittee and its predecessor have been investigating for some 
time. The published hearings of the so-called Bonner subcommittee 
contain considerable information on the subject. 

You gentlemen may share your time as you see fit. You may 
proceed. 


TESTIMONY OF DANIEL L. BOLAND, GENERAL COUNSEL OF 
NATIONAL PAINT, VARNISH, AND LACQUER ASSOCTATION; 
ACCOMPANIED BY PAUL R. CROLL, ASSISTANT TO VICE PRESI- 
DENT, PAINT DIVISION, PITTSBURGH PLATE GLASS CO.; AND 
CLARENCE W. SLOCUM, VICE PRESIDENT AND DIRECTOR, DEVOE 
& RAYNOLDS CO., INC. 


Mr. Botanp. I am an attorney at law in Washington, D.C. Iam 
general counsel of the National Paint, Varnish, and Lacquer Associa- 
tion, Inc., which is an industry-wide organization representing the 
manufacturers of paint, varnish, and lacquer, and also of the suppliers 
of the manufacturers of raw materials that are used in the production 
of paint products. 

With me here are Mr. Paul Croll, who is director of research and also 
assistant to the vice president of the Pittsburgh Plate Glass Co. which 
is engaged in the manufacture of paint products; and also Mr. Clarence 
W. Slocum, vice president of Devoe & Raynolds Co., also a paint 
manufacturer. 

These two gentlemen are fortunate in the fact that they have both 
served on an industry committee which was appointed at the behest 
of the Secretary of the Navy to investigate the Navy paint operations, 
and acted on that committee and have had the advantage of inspecting 
at least the Norfolk paint factories and participated in the delibera- 
tions of the committee and its recommendations to the Secretary of 
the Navy. 

I might state that in my capacity I have submitted a statement in 
behalf of the association which is submitted in behalf of its members 
who total approximately 1,400 different firms and corporations, and 
also in behalf of the industry. My statement will be limited to some- 
what of a general nature, but Mr. Croll will testify and be available for 
answering questions on the subjects of the capacity and the willing- 
ness of the industry and its technical know-how, and Mr. Slocum will 
testify on the subject of the comparison of the products between those 
manufactured by private industry and also those manufactured by the 
Navy. He will touch on the subject of the comparison of costs, the 
raw-material situation and also considerations of security. 
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I would first like to express on behalf of the association and the 
industry the thanks for the cooperation that we received from you, 
Madam Chairman, and also the members of the committee and its 
staff. We think that the revelations which were brought out by the 
predecessor committee under the chairmanship of Congressman Bonner 
were very significant and also alerted you and prompted you to carry 
on your inquiries with respect to the Navy competition with the paint 
industry. 

I might point out that there are approximately 1,000 companies 
engaged in y the production of paint products, and attached to my 
statement as exhibit A is a map of the United States in which is set 
forth the number of paint manufacturers which are located in the 
various States and for the purposes of comparison and consideration 
of FeoLrre phical data and lox ations we have also designated the various 
continental naval bases, and I might point out in connection with that, 
that there are a number of important ports on the coastline, on the 
Gulf coast, which are used by the Navy but which are not as such the 
location of a naval base. 

Now on page 3 of my statement I have listed these various plants 
by States. 

I might state that in respect to the technical side of the industry, 
according to the records which we have obtained from the national 
roster of scientific personnel, there are approximately 5,000 scientists 
and chemists and other technically qualified persons who are employed 
and utilized by the industry 

Mr. Croll can expand on that point. 

We submit to this committee and to the Congress our fundamental 
belief in the principle that the Government should not be in direct 
competition with private enterprise, and the reasons for our position 
are set forth m the statement. 

| might state that the paint, varnish, and lacquer industry during 
the past vears has been presented with two subjects of Government 
competition. One was concerned with the ms wnufacture of floor wax 
in the Public Building Service, but I am hs appy to inform the committee 
that the negotiations between the association and the General Services 
themselves resulted in a cessation of those floor-wax-manufacturing 
operations, and I understand that Mr. Maneure was over here testi- 
fying and he stated th at, they were out of business. 

The other item we are concerned with is the Navy manufacture of 
paint and paint alaate: This action, for the purposes of your con- 
sideration of it, started about 50 vears ago in 1902. It was a very 
simple operation at the start. It was mainly the mixing of pigments 
with oils and it was engaged in at the various Navy yards. This 
operation expanded until the 1920's, when questions arose as to the 
manufacturing of varnish and other paint produe ts. During this time 
the re poy ntatives of the industry continuously made efforts to either 
curtail or stop this Government competition but to no effect. In 
fact, ses enealacaeina operations expanded. 

I might point out that this subject was considered by the House 
committee of which Congressman Shannon was chairman in the 
72d Congress. As a result of considerable investigations by that 
committee it reported to the Congress that the manufacture of paint 
by the Navy should be discontinued. Nothing happened, and it 
continued. 
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In the 1930’s various representations were made to the Navy to 
stop the expansion of the various types of products it was manu- 
facturing, and nothing was done 

Of course, during World War Number II their operations were 

considerably expand d, and according to a statement of the Navy, 
approximately 40 million gallons of paint were manufactured at Navy 
paint facilities in 1942. 
After World War Number II] there were negotiations between the 
association, the industry and the Navy as to curtailment and there 
was actually an order issued, which I have attached as exhibit B to 
my statement. In that directive from the Chief of the Bureau of 
Ships, which was dated December 3, 1946, it was directed that there 
were some 21 items of paint which are found on the back page of the 
exhibit which were approved for manufacture at Navy paint plants. 
Well, to give you an idea of how that was perhaps disregarded, I have 
attached as exhibit C and exhibit C-1 a compilation of the various 
items of paint products which were manufactured by the Navy paint 
plants in 1952. (See exhibit D, p. 384.) 

I might state that that list, and those two exhibits, is a compilation 
of lists which were submitted to this committee at its hearings last 
year. The compilation relates to removal of duplications of items 
from those lists 

In view of this situation of the gradual and considerable expansion 
of their manufacturing operations, the association attempted from 
1947 on to bring about some curtailment. Fortunately, the situation 
was considered by the Bonner subcommittee, but in addition to that 
and growing out of those hearings, the Secretary of the Navy became 
concerned about the problem and requested the National Security 
Industrial Association to consider the advisability of continuing 
these operations. The National Security Industrial Association 
appointed a committee of nine members who were manufacturers of 
paint, and that committee, I may say, was a very fine selection of 
high caliber management in the industry and also represented all 
segments of the industry, and I am happy to say that Mr. Croll and 
Mr. Slocum are both here because they served as members of that 
committee. 

That committee met, inspected the Norfolk Navy facilities, and it 
met again and submitted a report to the Secretary of the Navy who 
was Mr. Kimball at that time. It was submitted in January of 1953. 
They recommended consideration by the Secretary of the Navy of 
three principal points: 

First, the discontinuance of paint manufacturing and an expansion 
of the Navy research development. 

The second was the utilization of Navy paint facilities for other 
navy vard activities. 


| 


The third recon mendation was the N 


Navy’s needs for laboratory 
and pilot plant facilities. i 

After that report was submitted in 1953 there was consideration of 
it by the Navy Department and J am happy to state that on May 29, 
1953 (see exhibit E, p. 390), the Secretary of the Navy, Anderson, 
issued an announcement that the Navy planned to curtail its 
paint manufacturing activities. The announcement which I was 
informed was submitted to this committee through Mr. Ward 


and of which I have a copy, if you would like to have it, was an 
announcement by the Secretary of the Navy Anderson and was 


very gratefully received by private manufacturers and its sincerity 


a 


os 
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is acknowledged, and we believe that the Secretary really means 
vhat he says in the announcement. But, in fairness to the industry, 
we must point out that the announcement is not a complete 
elimination of these competitive operations, because 2 or 3 
significant phases of the manufacturing opration are retained. One 
is that all outside shipboard paint items and the bottom paints are 
to be retained by the Navy for their own manufacture, in addition to 
a determination that small batches were to be retained for Navy 
manufacture. 

The announcement and the directive are not clear or definite as to 
what constitutes a small batch. And then in addition he stated that a 
list of the paints which are available for commercial procurement will 
be issued, but so far that list has not been issued. 

Then there is some statement that the list will be reviewed from 
time to time. 

Now the association in behalf of the industry follows the policy 
that these competitive operations should be completely eliminated 
and they think it should be immediate and final. We have one modifi- 
cation of that request, and that has to do with the antifouling ship- 
bottom and hot plastic paints. 

Now, on page 8 of my statement there is a typographical error in 
the middle of the page, the paragraph beginning in the middle of the 
page which reads “In only one class of paints—antifouling ship- 
bottom and hot plastic paints ” the word “and” should be 
stricken. The question of hot plastic paints is a very difficult one 
to consider with regard to immediate withdrawal or eliminetion of 
these Navy paint manufacturing operations. The reason for that 
are there has been considerable research and development on this 
subject of hot plastic paints and a number of patents have beea 
issued on it. The Navy puts these patents and the formulas in a 
security classification, and in some cases the private industry has 
never manufactured these particular items. 

So as a modification it is our request that there be complete im- 
mediate and final withdrawal and we recommend that there be some 
discretion and caution as to the subject of hot plastic paints so that 
the patent situation can be worked out, and in addition to that pri- 
vate industry may be afforded some time to install the necessary 
equipment. 

I might point out that some of the hot plastic paints which are now 
manufactured at Mare Island Navy plant are being manufactured 
today by some manufacturers, particularly on the west coast, but 


there is some question about other classified or secret ho -plastic 
formulas. 

The second thing is the dismantling of existing plants at Norfolk 
and Mare Island and the sale of the paint-making equipment to 
private industry 


The third contention is that the existing inventory stocks of raw 
materials which are held now by the Navy should be disposed of in 
an orderly manner on the open market. 

The fourth recommendation is that the very excellent research and 
development facilities of the Navy Department should be maintained 
and, in fact, expanded. 

And in that connection, those activities of the Navy should be 
expanded, with respect to the development and expanding of its 
pilot plant which is located at the Philadelphia Navy Yard, 











229 COMMERCIAL AND INDUSTRIAL ACTIVITIES IN GOVERNMENT 

| might draw your attention with respect to the security angle which 
Mr. Slocum will adve rt to and that is that exh bit A. the map, shows 
how the industry is decentralized, and om it is also reasonably 


rcorraphically adjacent tO Various points of N avy Lisé of paint. 
We submit in connection with this elimination of Navy paint manu- 
fact I neo that the Navy needs can be obtained and all of them can be 


obtained through the usual method of Government procurement, 
either by bid or negotiated and that in addition to that the contention 
of 1 ‘avy which has been expressed from time to time that these 
operations are conducted because of their inability to obtain uniform- 
ity of ingredients or performance in various types of paint products, 
that some of those funds that would be saved from the sieiddation 
of thi ictivities could be used to better and extend their inspection 
service and in that connection the industry stands ready to work very 
closely with the Navy in the development and betterment of that 
service. 

Now, on the subject of small batches which the Navy under its 
most recent order desires to retain, I wish to point out, and Mr. 
Slocum can enlarge on this sub ject, that all over the United States 
small batches as required by large users of paint in the private field, 
those small batches are made by private industry. 

The question arises on the closing of these plants and the effect 
upon its personnel. All the technical and scientific personnel at these 
plants can be either used in the research facilities of the Navy Depart- 
ment, and if there is any surplus of them the industry would be very 
happy to have them come and work for them. 

As to the nonskilled or unskilled personnel, v ' believe that their 
services could be utilized in other jobs at a Ni avy yards and at 
other Navy facilities, and we — that since the production of paint 
requires very little labor, the displacement of personnel by the elimi- 
nation of these operations will not create any major, in fact, not even 
a minor labor problem. 

Now, on the subject of cost comparison, we found as a result of 
our efforts to come to some conclusions on it that it was pretty much 
of a labyrinth of rather frustrating investigation, and I am speaking of 
the attempts to compare a private operation as against a Government, 
tax-free operation. 

Now, I have outlined on pages 13 and 14 of my statement two 
specific cases in which we were able to make an honest cost com- 
parison, and we found that private production was much cheaper than 
Navy production. We actually had considerable difficulty in obtain- 
ing any basis of comparison, and the comparison that we made on 
these items resulted from the reports that were made to the Bonner 
subcommittee last year 

I think that is about all I have to say, Madam Chairman. 

Mrs. Harpen. Mr. Boland, we have a telegram dated May 20 


from San Francisco, Calif., which I shall read at this time: 


We urge that if United States Navy is going to discontinue manufacture of other 


paints they discontinue még 1anufacture of shipbottom paints also. We have large 
investment in the manufacturing rights, know-how and equipment for United 
States Navy shipbottom paints, including hot plastics. Any naval requirements 
beyond our capacity can be realized by paint manufacturers acquiring sub- 
licensing rights from United States Any manufacturer could install necessary 


equipment and taught technique within 60 days 
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That is signed by the American Marine Paint Co 

Do you have any questions, \Lr. Brooks? 

Mr. Brooks. I have a very, very few. I thought your presenta- 
tion and that of these other gentlemen is very informative and 
well done | 

Mr. BoLtanp. Thank you. 

Mr. Brooks. And pretty convincing 

What is the total output, in millions of gallons, of the United 
States paint industry? 

Mr. Botanp. Could you answer that, Mr. Croll? 

Mr. Brooks. Any of you gentlemen who would be best qualified 
to make a good estimate, please do so. 

Mr. Crouu. It is in the magnitude of 450 million to 600 million 
gallons, in that range of magnitude. 

The reported dollar values are in the order of magnitude of $1,25« 
million, and because of very wide distribution of the unit values, 
unit costs, it is difficult to exactly coordinate gallonage, but perhaps 
that is close enough for your purposes 

Mr. Botanp. The association is now working with the Bureau of 
the Census in an attempt to obtain, as a matter of their statistics, 
the actual gallonage of the industry. They only report the dollar 
volume, so that we do not have an actual, exact figure on the gallonage 
as such. 

Mr. Brooks. I had one other question. As I read through your 
testimony, it seemed to reflect that the total current production at 
Mare Island and at Norfolk would be somewhere in the neighborhood 
of 4,600,000 gallons per year. Does that seems to be what the 
testimony showed? 

Mr. Bouanp. | think my testimony will show that converting 
pounds into gallons, as some of the items are produced on a poundage 
basis, that there are approximately 7 million gallons produced at 
Norfolk and 3 million gallons produced at Mare Island. The total 
for the Navy production, aenaniea’ to the figures which relate to 1951 
and were filed with this committee last year, would total about 10 
million gallons of paint. 

Mr. Brooxs. That includes the vehicles and putty. 

Mr. Bouanp. Yes. 

Mr. Brooks. What would the total United States output be, in- 
cluding vehicles and putty? Now, on that estimate of paint which 
was 450 million to 600 million gallons, if you included the total United 
States production and the putty and vehicles I assume that would 
doubled. 

Mr. Boutanp. Do you know the answer to that, Mr. Croll? 

Mr. Croti. Oh, no. That is the higher figure. 

Mr. Brooxs. You think the 600 million would include it 

Mr. Crouu. Yes. Putty and plastic paint are sold and traded in 
pounds and it is not commonly thought of in that way. 

Mr. Brooks. Roughly, the United States production would be 
about 10 million total, that is, the United States Government produc- 
tion would be 10 million, and the commercial and private ente rprise 
production would be about 600 million, roughly. It would be about 
one and one-half percent of the production. 

Mr. Stocum. We figure about 2 percent. 

Mr. Brooks. One and one-half percent to 2 percent. 

Mr. Stocum. Yes. 
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Mr. Brooxs. One and one-half percent to 2 percent is produced by 
the Navy 

Mr. Croix. It might be best to emphasize that the fluctuation of 


the total is greater by the Navy than even the changes, percentagewise, 
in total pon-Ni avy, private manufacture. It perhaps could be 100 
percent or 200 percent of a variation between the pr ak years in the 
Navy 

Mr. Stocum. Particularly war years. 

Mr. Crouu. If the figures were doubled you would have a relatively 
small percentage effect there 


Mr. Brooks. Thank vou. 

Mrs. Harpren. Mr. Pilcher? 

Mr. Pincuger. You as a repre se of the industry believe that 
bout the industry being able—maybe with the 
exception of a very small item—to udaanie ly supply the Nav y with 
all the paint a they should want, is that it? 

Mr. Botann. That is right. We have no fear of any part of it. 

Mr. Stocum. Even if they propose to double that sum. 

Mr. Pitcuer. This order that the Secretary of the Navy issued on 
May 29, is that the first relief that you have had? 

Mr. Botanp. That is the first relief we have had. 

Mr. Pitcuer. I notice there was a committee appointed in May of 
1932 that went into that. 

Mr. Botanp. That was a special committee appointed by the 
House, and they investigated the subject of Government in com- 
petition with industry and they specifically considered the paint 
industry. That is the naval paint operations. 

Mr. Pitcuer. If this order is carried out, that is, in the way that 
the Under Secretary wants it carried out, it will be of considerable 
help to the industry. 

Mr. Crouu. A very large help. 

Mr. Stocum. A step forward, yes, indeed. 

Mr. Piucner. That is all. 

Mrs. Harpen. Do you have any questions, Mr. Ward? 

Mr. Warp. Yes. 

Where does the Army ret its paint? 

Mr. Boutanp. Part of the Army paint is obtained—I might state 
that the procurement of paint is on a unified basis and it is obtained 
through the Navy. 

Mr. Warp. On purchase? 

Mr. Botanp. On purchase. There are special items which are 
procured directly either by the Ordnance Department or the Corps of 
Engineers. 

Mr. Warp. But it is generally from purchase. 

Mr. Botanp. That is right. 

Mr. Warp. It is not supplied by the Navy. 

Mr. Botanp. That is right. 

Mr. Warp. Where does the Air Force get its? 

Mr. Botanp. The same as the Army. 

Mr. Warp. How about the Coast Guard? 

Mr. Botanp. The Coast Guard obtains their paint by procurement. 


Mr. Warp. Does it get the shipbottom paint from procurement or 
from the Navy? 


there is no question a 
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Mr. Stocum. I think from procurement, not the Navy 

Mr. Warp. How about the Maritime Commission? 

Mr. Stocum. Theirs is by procurement. 

Mr. Warp. Does the Navy make all its paint products? 

Mr. Stocum. No. 

Mr. Warp. It buys some? 

Mr. SLocum. It buys some. 

Mr. Warp. What percentage does it buy? 

Mr. Botanp. The only figures we have on that which might be 
helpful are a list of the items which I think are referred to in my 
statement, but they are filed in the hearings. I think at page 332 
of the August 1952 hearings, or maybe the December hearings 
I am not sure in which—they list the various items they manufacture 
and the percentage of their production. 

Mr. Warp. But they do not make it all. 

Mr. Stocum. They do not make it all. 

Mr. Warp. Are you familiar with the Economy Act provisions of 
31 United States Code, Section 686 (the so-called Economy Act)? 

Mr. Boxanp. Yes. 

Mr. Warp. That has been referred to the committee, with some 
other statutes, as indicating that perhaps the military services are 
required to manufacture certain things and to get certain others from 
one another. 

I want to read a statement which was furnished the committee. 


2 


31 United States Code, section 686 (the so-called Economy Act) generally 
governs the purchase, or manufacture of stores or materials by one bureau or 
department for another bureau or department. This statute provides that, if 
such work can be as conveniently or more cheaply performed by private agencies 
such work shall be let by competitive bids to such private agencies. 

The inference being that if it is cheaper they should get from one 
apother. Apparently the Army and the Air Force then must not 
think it is cheaper to obtain from the Navy or else they are not aware 
of this statute. 

Would you say that is correct? 

Mr. BoLtanp. I would Say that on the matter of cost as to whether 
it is cheaper, I have no information as to what the Navy could produce 
the items for, for the Army and the Air Force as against the private 
industry. I don’t know whether that point has ever been considered 
by the Army or the Air Force. 

Mr. Warp. That is all I have. 

Mrs. Harpen. What presentations has your industry made to the 
Department of Defense to have the program developed that you 
outlined? 

Mr. Bouanp. We have not dealt directly with the Department of 
Defense, but we have submitted letters, petitions, have had con- 
ferences with various officials of the Navy Department, all the way 
up to the Secretary of the Navy. 

Mrs. Harpen. If some of these plants the Government is conduct- 
ing now, should be closed would your industry be able to absorb the 
personnel? 

Mr. Botanp. The technical personnel, yes; very definitely. The 
unskilled help at the plants, they would be available and they could 
be absorbed, but as I pointed out in my statement, that type of 
personnel could be utilized elsewhere in the navy yard. 1 do know 
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that the particular employers in the San Francisco Bay area and the 
Norfolk area would be very happy to absorb them if they had the 
means to, but on the technical ide, det nitely | think they could he 
fully abd orbed 

Mrs. HARDEN Than you We do appreciate your coming in and 
vour very fine statements 
' (The complete text of Daniel L. Boland’s statement appears in 
part 5 appendix y 

We have two other witnesses this morning, and the members have 
told me they have to leave at noon. So, if you have a very brief 
statement we would be glad to hear it 


We will bear from Mr. Paul R. Croll first. 


TESTIMONY OF PAUL R. CROLL, ASSISTANT TO VICE PRESIDENT 
IN CHARGE OF PAINT DIVISION, PITTSBURGH PLATE GLASS 
CO. 


Mr. Crouu. First of all, I should like to acknowledge gratefully the 
privilege of appearing here. 

I would like to emphasize three points. First of all, I would like 
to mention that the capacity of the American paint industry and the 
excess capacity is very adequately able to handle those needs of the 
Navy present or likely to occur. 

Secondly, the capacity of the industry for such accomplishment has 
been clearly demonstrated. 

Thirdly, I would like to mention the willingness and readiness of the 
industry so to do. 

Now, speaking for my own personal contacts over a good many 
years, I have de veloped a real respect for the competition of the Navy 
which has been strengthened by the closer contacts of the last year. 
I think they are to be highly commended for their thorough sincerity 
and good housekeeping and particularly their technical ability. It is 
for that reason that I, with a technical background, am particularly 
urging that they consider the expansion and intensification of their 
research and de »velopmer nt effort. 

That very briefly is my summary. 

Mrs. Harven. Thank you. 

We will now hear from Mr. Slocum. 


TESTIMONY OF CLARENCE W. SLOCUM, VICE PRESIDENT AND 
DIRECTOR, DEVOE & RAYNOLDS CO., INC. 


Mr. Sitocum. I would like to cover briefly the six points I mentioned 
in my written report. 

The first was the availability of paints required by the Navy. In 
that connection I have here a Marine Painting Guide published by my 
company, but there are many other companies that make the full line 
of paints. You have a supply of these here, which I would like to 
leave with the committee. This guide covers all of the marine paints 
that are used on the outside and on the inside of the ship from the keel 
to topside. ‘They are very similar in properties to the paints that the 
Navy uses and manufactures on its ships, with the one exception of 
the hot plastic paint which is referred to as used on the bottom. 

There are in this guide three types of bottom paint; one is the 
normal, secondly is the cold plastic, and third is the development of 
the vinyl type of bottom paint. It has been found that by painting 
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the bottom of vessels with vinyl paint they do not require going into 
drydock quite so often, and the speed of the vessel has been improved, 
so much so that certain runs of tankers have been increased by as 
much as 10 percent. That is, the elapsed time of running over to 
Saudi Arabia and Lran and back again 

it has been possible for a ship to make 1 additional trip 
time due to the fact that they can sail faster without t 


erowth on the bottoms. 


in 6 months’ 
he barnacle 


Now on the question of the quality of privately mac paints and 
that is one subject that the Navy has contended, ‘Well, if we buy 
from private industry the quality is not as good as we can make in 
our plants.’ All of the commercial shij DI Is painted by paimmts 
manufactured by private indust and I pointed out in statement 
that the queen of the North Atlantic, the steamship United States, is 
painted on its top, its bottom, its hull, and the whole interior with 
privately made paints. Also the United States is painted with fire- 
retardant paints, \ hich is also of great interest to the Navy at the 


present time 

The Navy Vy reserves for itself, according to this recommendation, the 
right to continue to make small batches of paint The paint midustry 
hardly knows how to define a small batch of paint, and in my state 
ment I say that from 1 gallon to 50 gallons in normal parlance is 
known as a small batch. The reason for small batches is for some 
particular purpose, but in reviewing this thing there seem to be very 
few places in the Navy where they could possibly want only 1 gallon 
of paint, because a battleship or a destroyer is an awfully big thing 
to paint. So, there may be some few specialties that they might want 
to paint and would need small quantities for, but they are very few 
and far apart. 

On the hull of a ship there might be 1,000 or 2,000 gallons of paint 
applied. 

On the steamship United States the interior required something like 
15,000 to 16,000 gallons of paint. So, there are not too many small 
batches. The industry is prepared to make the small batches of paint, 
if there are any. 

Now on the subject of costs, which Mr. Boland mentioned, I say 
briefly that in the study we made we found that the Navy costs and 
the costs of open bids were approximately the same. There might 
be a few cents advantage one way or the other, but generally they were 
almost identical. 

There has been one topic that I have mentioned, and that is the 
effect on the raw material market created by the heavy purchases 
of the Navy. The Navy figures upon a much slower turnover than 
does private industry in their inventories. They buy in very large 
quantities. Normally in the industry we try to turn our inventory 
as much as six times a year. That means that our raw material comes 
in and goes out very rapidly. 

[ think the Navy’s schedule is two times a year, and when they buy 
raw material they can buy in very large quantities, and further than 
that, after the war they disrupted the market. They would go in 
and buy on high priority, because priorities were still effective, and it 
became very difficult for the private industry to buy paints, not that 
the Navy was using these raw materials that rapidly, but nevertheless 
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they bought them far enough in advance so that they disrupted the 
market. 

Now on the point of security, I was really amazed in visiting the 
Norfolk Navy Yard to find this paint factory plunk right down in 
the middle of the Navy yard. Paint plants are not the safest place 
in the world anyway, because the liquid part of most paints will 
burn; but nevertheless the paint plant was directly in the middle of 
the vard, and I understand that Mare Island is the same. 

In case of an enemy attack I think our Navy yards would be one 
of the early targets and the Navy needs plants and we feel if they are 
buying from paint plants scattered all over the country rather than 
to confine their requirements to manufacture in their own navy yards, 
I think that about covers it. ot 

Mrs. Harpen. Again I thank you, Mr. Boland, Mr. Croll, and 
Mr. Slocum, for your very fine presentations. They have been very 
interesting and very informative, and we appreciate your having 
come in this morning. 

Our next witness is Mr. James Brackett, representing the Printing 
Industry of America, Inc. We are pleased to have the testimony of 
Mr. Brackett today, as the matter of Government printing in com- 
petition with private industry is an old subject. 

Since we have asked the Genere! Accounting Office to evaluate the 
statement made by the Comptroller of the Department of Defense 
that the costs of printing at the Pentagon shop are 50 percent of those 
of the Government Printing Office, we are curious to know how the 
costs of each of these shops compare with those of private industry. 

Will you please take the oath? 

Do you solemnly swear or affirm that the testimony which you will 
give at this hearing will be the truth, the whole truth, and nothing 
but the truth, so help you God? 

Mr. Brackett. I do. 


TESTIMONY OF JAMES R. BRACKETT, GENERAL MANAGER, 
PRINTING INDUSTRY OF AMERICA, INC. 


Mr. Brackett. As to your particular question, I don’t know 
whether I can answer or not. 

Mrs. Harpen. Please proceed in your own way. 

Mr. Brackett. So far as I know, the study which your committee 
is making will provide for the first time an authentic and official 
review of the extent of Government competition with private enter- 
prise in the printing industry. 

Since such data are not now available, I cannot say with authority 
exactly where printing ranks with respect to the size of its govern- 
mental operation as compared to other such business enterprises of 
the Government. However, it certainly would be very high on any 
such list. 

Printing by and for the Government is accomplished in three 
primary ways: 

First, the Government Printing Office, in 1952, printed about $55 
million worth of printing and procured from commercial sources 
about $35 million, or a total of $90 million. 

Second, the executive agencies in Washington and in the field, print 
a considerable amount on their own facilities and also procure a large 
amount from commercial sources. 
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Third, printing as indirectly procured when it is provided by the 
contractor in company with another item procured by the Govern- 
ment. For example, an instruction manual or parts catalog will go 
along with a tank or similar item. It appears that some such items 
are printed on Government facilities. 

[ regret to advise that an exact total evaluation of all of this printing 
is simply not available. Strange as it may seem, the Government does 
not collect and publish regular data on the extent of its printing opera- 
tion. I have heard it said that the printing executed on the facilities 
of the various executive departments and procured by them will 
range in value from $100 million to $200 million. I can furnish 
absolutely no proof of the accuracy of this estimate. It certainly can 
be said, however, that the total printing procured and executed in the 
Government Printing Office and by the executive agencies ranges from 
$100 million to $200 million annually, which is certainly a massive 
enterprise, even in these davs of multi-billion-dollar conversation 

In this statement we are primarily concerned with the printing 
actually produced on Government facilities, perhaps with a value 

1 the range of $100 million. 

[ appear before you as the general manager of Printing Industry 
of America, which is the largest trade association in the graphic arts 
industry, having more than 4,000 companies as members throughout 
the United States. Our membership probably produces in the 
neighborhood of 85 percent of the commercial eluding volume in 
this country. 

Data lected by the Census of Manufactures approximate the 
value of strictly commercial printing, as distinguished from printing 
by publishers and by newspapers, at about $2% billion. If the value 
of printing produced by the newspapers and by publishers were 
valued on the same basis as commercial printing which is sold, then 
it is safe to say that this total value of printing is over $6 billion. 

That is to say, when a newspaper is sold it is not sold in connection 
with printing costs, but is sold in connection with advertising revenues. 

This does not include related industries such as paper, machinery, 
and ink manufacturers, nor does it include many so-called converting 
industries in which printing is a more or less incidental part of the 
operation, such as might be considered the case in an item like wall- 
paper 

Taking the smaller figure of $2' billion as being a conservative 
estimate of the value of strictly commercial printing, then it will be 
seen a printing produced by the Government represents between 

4 and 5 percent of the volume of commercially procured printing. 
I have given you the above figures in an effort to indicate that Govern- 
ment printing is a major enterprise. At the same time, my figures 
are inadequate and they emphasize the lack of authentic information, 
which is the reason that we now suggest to your committee that you 
recommend the annual publication of data which will give authorita- 
tive figures so that the Congress at all times may be able to give 
adequate review and a year-to-year comparison on a factual basis. 

This Congress exercises its supervision of printing through the oper- 
ations of the Joint Committee on Printing which is now under the 
chairmanship of Senator Jenner of Indiana. This committee has at 
least two major functions. One is that it functions more or less as 
the board of directors of the Government Printing Office, this office 
being an adjunct of the legislative, rather than the executive branch. 
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function is to review the establishment of printing facilities 
ecutive agencies It brings about this review through its 
to approve or reject applic ations of the executive agencies 





lor equipment 
The standard policy of the Jot Committee on Printing is to work 


from a basis designed to prevent the expansion of facilities in the ex- 
ecutive agencies In this statement I want to say that without the 
interest of the joint committee, Government facilities would un- 
quest onably ha ve reached much larger proportions than is now the 
cas The trend toward reduction has been espe lally the case dur- 


ing Republican administrations, when it would appear that there had 


been a stronge! enforcement of the policy At the same time, it 
would not be accurate to fail to give the committee under the former 
chairmanship of Senator Hayden con iderable applause for its efforts 
in this 1 

Una the law, the Government Printing Office is stated to be the 


ey which will do all the printing of the Government, but it is 


empowered to waive printing ior various reasons, relating to the 
the ( nment Printing Office, either to print or to 

procure certain production called for bv the executive departments 
of this ability to uiVve the executive agencies have had 

10 of a basis than would otherwise have been the case to seek 

cilities from the Jomt Committee on Printing, and also to procure 


directly from the commercial industry, rather than through the 
Government Printing Office, which Government Printing Office does 
also procure printing for the use of executive agencies. 

The frequently stated policy of the Government Printing Office 

er both Democratic and Republican administrations has been in 

general that it will not enlarge its capacities and that it will seek to 
procure from commercial sources such printing as it may not be able 
to handle on its own facilities 

Krom the above, it would perhaps appear that the commercial 
industry is being protected from governmental competition. Such 
is not the case. While we lack authentic official data, I feel sure 
that a candid review of the course of Government printing over the 
past several years will show a continued enlargement of printing 
facilities. Our plea to you is that this trend be flatly stopped and 
that policies be strongly enforced which will bring about the reduction 
of such facilities 

We do not complain when printing is procured from commercial 
sources although we do believe that the Government’s methods of 
rocurement can be improves Neither do we take any such extreme 
position as would call for the abolition of the Government Printing 
Office, or even necessa Ly of the facilities of the executive agencies. 
We do earnestly believe, however, that both Government Printing 
Office and executive agency facilities in Washington and in the field 
can be considerably reduced over a period of time, without impairing 
ny Government operation, merely through the stronger enforcement 
of a few rather simple policies which are now the avowed policies of 


Kirst, there should be removed one of the basic causes of the crea- 
on of facilities in the executive agencies. That is, the Government 
Printing Office should take a strongly affirmative attitude toward 
either printing on its own facilities or through bringing about the 
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procurement irom commercial facilities of printing requested by the 


executive agencies If the Government Printing Office will say LO Lie 
Government at large that it will either print or brmg about the pro 
curement of the requirements of the executive agencies, then those 
executive agencies will have lit le or no reason to come before the 
Joint Committee on Printing with a request for the installation o1 
extension of faciliti : which thev now have 

Second, the Government Print ng Office itself should strongly 


enforce policies calling for the procurement of printing from com 
mercial sources, re thei than th oug h the expansion of its own facilities 
Basically, there needs to be a fundamental recognition by the 
Congress that the facilities of the Government Printing Office and 
of facilities in executive agencies are used in competition with thi 
| ‘ 

i 


commercial industry, with the consequent reduction of the amount 
of revenue which would be taxable were such printing pro ured from 
the industry. 

Even apart from the tax effect, we believe that the Congress should 


fully recognize that Government printing, in part, at least, is a 


1 


socialistic enterprise in economic terms i want to stress “in eco- 
nomic terms.’ [ am not talking about POLLLical Sor ialism 
Arguments as to the reiaviy cost of printing on Crovernment 
facilities and of procuring from commercial sources are irrelevant, to 
some extent. It might be expected, depending upon which side one 
desires to choose, that it can be proved that the Government prints 
more cheaply or that the industry prints more cheaply. This is the 


same old argument which gives accountants such a good time with 
respect to the problem of incorporating tax and other similar charges 
against the Government facilities which it does not pay, but which 
the commercial industry must pay 

I have the strong conviction that it cannot be shown that the 
present socialistic production ol printing is che aper, dollarwise, than 
that obtained from the industry, but 1 want to repeat that this is 
not the fundamental which is involved in my testimony. 

Even assuming that socialistic production were cheaper dollar and 
centswise, we would still strongly urge that a rigid adherence be made 
to a policy against printing on Government 
fact that it is ecopomically socialistic. 

It can be stated another way: If it can be said that any item can 
be produced more cheaply by socialistic methods, and that such basis 
is the reason for socialistic production, then the policy of Congress 
should be to look throughout American industry for opportunities 
to establish Government facilities because the Government could 
produce them more cheaply. That is, if sor ialistic production 1S 
cheaper, and it cheapness is the criterion, then the Government should 
produce vacuum cleaners, automobiles, aud anytl Ing else which il 
requiles for its operation. I repeat that im our opinion socialistic 
production is not cheaper in any field—but the notion of cost 13 so 
frequently introduced into such discussions that we feel such argument 
should be placed in ils proper perspec tive 

We look upon the Government Printing Office primarily as a neces 
sary facility of Congress for the production of the Congressional 
Record and similar items which are produced, not because it is cheaper 
to produce them on Governmental facilities, but because service 


facilities because of the 
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requirements of the Congress are best served through the operation 
of its own facility for such specialized production. That is, were a 
private company to produce the Congressional Record it would have 
to establish special facilities at such a great capital cost that probably 
the Government would end up in fact with a captive plant, because 
only a company which could be assured of the Congressional Record 
business over a long period of time could afford the capital expense 
required since, generally speaking, the facilities required for the produc- 
tion of a Congressional Record would not be readily usable for the 
production of commercial printing. 

Once it is seen that printing by the Goverrment is socialistic in 
character aside from the service aspect, concerning which we do not 
omplain, then we feel confident that there will be a continuous 
reduction in the amount of printing produced on Government facilities 
and a consequent proper increase in the amount of printing procured 
from commercial sources. 

I believe it will not be necessary to go into very considerable detail 
to make my point. For instance, when I advise you that the Gov- 
ernment prints recruiting posters in several colors, I think you will 
agree that there is no element of urgency or secrecy which would 
preclude their production in the commercial industry which certainly 
has ample facilities for the production of the very finest color printing. 
Any review by you will lead to the discovery of many similar items 
which are printed on Government facilities. 

We have every confidence that the policies of the Joint Committee 
on Printing under Senator Jenner and of the newly appointed Public 
Printer, Mr. Raymond Blattenberger, who comes from a substantial 
printing company in Philadelphia, will lead to continued reform. 
At the same time, we feel that the Government Printing Office and 
the executive agencies can go much further than they have gone 
toward the reduction and elimination of their own facilities. We 
urge simply that the Congress call for a strong enforcement of posi- 
tions which are now publicly avowed, and that very comprehensive 
annual statements be published in order to ascertain regularly 
whether governmental policies actually are leading to reduction in 
this competition with commercial industry—certainly one of the 
most extensive socialistic operations in the Federal Government. 

Mr. Harven. Mr. Brackett, have you any reason to believe that 
much of the present Government printing could be done by industry 
more economically and with as good service as is now obtained through 
Government-owned facilities? 

Mr. Bracxert. As I said in my statement, arguments on costs are 
extremely difficult because the accountants do have quite a time when 
they attempt to analyze the effect of tax revenue and other items of 
overhead. But I have been told by people close to the Government 
Printing Office and people in the executive agencies that they could 
produce it more cheaply in private industry despite the advantages 
that the Government has. 

In the first place, there is no question about the ability of the 
industry to produce. I represent 4,000 companies. There are at 
least 11,000 printing plants in the United States and if you add to 
that other printing facilities it will run to 30,000. , 

Mrs. Harpen. How many employees are there in those companies? 
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Mr. Bracxert. In the neighborhood of 250,000 to 300,000. 

Mrs. Harpren. What taxes do they pay? 

Mr. Brackett. | don’t know, but a very substantial amount. The 
same percentage which any industry pays. I can probably deduce 
for you, if you want for the record, the amount of taxes which the 
industrs Pays. 

Mrs. Harpen. We would appreciate it if you could furnish it. 

(The requested information follows:) 


PRINTING INDUSTRY OF AMERICA, INC., 
Wa hington 8, D C., June 195 
Mr. Ray Warp, 
Staff Director, Inter-Governmental Relations Subcommittee, 
224-A Old House Office Building, Washington 25, D. C 

Dear Mr. Warp: Last week during my testimony bef 
agreed to furnish you with some statistics on the amount « 
the printing and publishing industry. I, therefore, wish 
information for your records. 

The basis for our information are the reports issued by the Federal Trad 
Commission; Securities Exchange Commission; Bureau of Census, Treasury | 
partment; and the Printing Industry of America’s ratio study 

The combined quarterly financial report on United States manufacturir 
corporations, issued by the Federal Trade Commission, for the fourth quarter, 
1952, shows the following: 


Printing and publishing and allied industries. 


e your committee, I 
paid by 
the fc llo ng 









T ‘tal sales_.__._-— a i ie ci 35, 123, OVO, OOO 
Percentage of taxes paid on sales . . 3. 6 
Total taxes paid (income and excess profit ; ; $187, 000, 000 

rhe above information was based on a survey of 9,000 corporations. It does 
not include reports for proprietorships or partnerships 


The 1951-52 Printing Industry of America’s ratio study, based on 823 financial 
statements from member companies, shows that the percentage of I 
paid on total sales is 3.77 percent. 

he Bureau of Census’ 1951 Annual Survey of Manufacturers, advanced report, 
dated March 11, 1953, shows that the total value added by manufacturers is 
$5,288,507,000, for the printing and publishing industry. As you probably know 
the ‘“‘value added”’ figure contained in the census report does not include cost of 
materials and outside contracting cost. In order to get the actual sales figures 
these costs must be added. 

According to our ratio studies, these costs amount to more than one-third 
of total sales. Using these figures and the 3.6 percent Federal tax figure, of the 
FTC, we get the following 


‘ederal taxes 


Bureau of Census value added ‘ $5, 288, 507, 000 
Cost of materials (44 of sales) - ; ; P 2, 644, 127, 000 
Total sales P : 7, 932, 634, OOU 


Taxes paid on sales (3.6 percent) - 285, 574, 824 


In a recent release of the United States Treasury Department No. H—124, 
dated May 20, 1953, the Bureau of Internal Revenue shows the following informa- 
tion on the 1950 corporation income tax returns, of the printing and publishing 
and allied industries: 


kixcess-profits taxes_ -—---- zs , 734, VOO 


Income taxes- ‘ Seo: a : sa Seal _ $235, 383, 000 
12 
Total taxes -_ _ 248, 117, 000 


The above figures of the Internal Revenue are based on 13,164 returns from the 
printing and publishing industry, but do not include proprietorships or partner 
ships. In the printing industiy there are thousands of establishments which 
operate on such a basis. 

For the sake of your information, I think we can very conservatively estimat 
based on the above statistics, that the total amount of 
inting and publishing and allied industries exceeds $270 million per year 


to thank you again for the opportunity of appearing before your con 
t 





4 matter which I believe is vital to our industry and the American free 
enterprise system, in general. 
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d you again that I will be very much interested in seeing a copy 
er General’s 1 tt on Government printing operations, which 

f by CI I H 

If there is any further assistance we can render you in your investigation, 
| i { to cal 

Tames R. Brackett, General Manager 

Mrs. Harpren. It is my understanding that the printing industry 
was one industry that did not fare too well during the war period; 

ha ) ‘ 

Mi B ACK ET In the earlv stages of the war, which was hefore 
my time, frankly, because I joined the printing industry after the 
var—but | have been told that in the early stages of the war there 
vas a depression situation and the industry was down, and [ think 
Lnat was true ol many in¢ lt 

lhro oh Live operatiol s of Senator Havden the Government did 

a pol - of pre ng Government printing from private 
SOUI 

\Irs. Harpe? Do you have any questions, Mr. Brooks? 

I Brooks. You said that the tendency toward Government 
work in the printing industry was curtailed sharply in the early days 
Ol j Val 

Mr. Bracket Yes, sir 

\ir. Broor In what year was that? 

Mr BracketTr. This was before my time It must have been 
1940, 1941, or 1942. 

M Snooks. An effort was made then to curtail? 


Mr. Brackerr. Oh, yes, there has been a continuous effort for the 


) 1 


past lz or 15 years. 
Mr. Brook Under the Democrats? 
Mr. Brackerr. Yes 
Mr. Brooks. Well, good. That is encouraging. 
Mr. Brackerr. I make that plain in my statement. The enforce- 


ment of this program has been stronger under the Republican admin- 
istration. 

Mr. Brooks. In the last couple of months you have noticed a big 
change. 
Mr. Brackett. I expect to notice more of a change. 
Mr. Brooxs. You have not yet? 
Mr. Brackerr. Not yet 
Mr. Brooks. You pointed out that some people had told you that 
the Government could purchase more cheaply from private sources 
certain supplies furnished to their offices. I wonder if in the interest 
of getting some facts you might submit concrete examples of such 
items that would give us some comparison. 

Mr. Brackett. I doubt very much if I could. You could get 
those, but I could not. Those facts would have to be accumulated by 

Government agency which would have entry into the Government 
agencies, but a trade association doesn’t have and probably shouldn’t 
have 

Mr. Brooxs. What percentage of the Government work do you feel 
is essentially that which should be done by the Government printing 
establishment? 

Mr. Brackett. I don’t know. I don’t know in percentage terms. 

| start with the Congressional Record as being a certain item which 
should be produced by the Government at its own facilities. 


T 
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Mr. Brooxs. Would you include manuals of any classified nature? 
Mr. Brackett. No, I would include only a very few essentials, 

because through the operations of the De :partment of Defense printing 

plants they are established for all kinds of classified material. 

You will find some printing plants with bars on the windows and 
everything you can think of. ‘They are able to produce, not all secret 
printing—-well, I won’t use the word ‘“‘secret’’,—but classified, but 
when you get into cryptographs and maps, there is some real reason 
for having them produced under continuous guard and very secret, 
but those are limited. 

Mr. Brooks. Your figures on the totals are estimates? 

Mr. Bracxerr. Except for the $90 million with respect to that pro- 
moted and executed by the Government Printing Office, and except for 
$10 million. In other words, that would be essentially conservative, 
I say $10 million, to value the printing produced by the executive 
agencies in Washington and the field. 

At the Pentagon, that plant alone, there again you run into a prob- 
lem of how you value your product. I have heard that plant called 
being worth from $1 million to $5 million. I can assure you that when 
members of my industry look at it they would regard it as a very large 
one. Our industry is a very small one in the individual outfits, 
generally. 

Mrs. Harprn. Do you have any questions, Mr. Pilcher? 

Mr. Piucuer. I notice that this industry, back in 1932 recom- 
mended that the Government Printing Office cease manufacturing 
mucilage and blankbooks and shelf stationery. That is in direct 
competition with your industry. 

Mr. Brackerr. They produce a good many items in direct com- 
petition, but as to a specific one I would have to investigate. They 
produce forms and stationery and they produce the stationery which 
you use here, I am sure, which is in direct competition. Offhand, I 
would say they should not make that. 

Mr. Pricner. What do you mean by socialistic all the way through? 

Mr. Brackett. I am glad you asked that question, because | mean 
only to use it as a way of distinguishing between socialistic production 
and capitalistic production. These products are produced for a profit 
by the private industry as compared with the production by the Gov- 
ernment at no profit. I do not mean to use it as an epitaph nor to 
imply that any person or part of the Government is engaged in any 
socialistic aspirations whatsoever. 

Mr. Piucuer. I am not talking about socialistic government, but 
I am talking about a lot of things that have meant lots of progress to 
the people in the past few years that some people would term “‘social- 
istic ” and others would term “helping lots of little people in the way 
of home building” and so forth. I am just as strong—and I want to 
be recorded on this committee when it comes to direct competition of 
the Federal Government with industry, I am with you. However, 
when you go to talking about printing, your industry would not want 
to take over the printing of money. 

Mr. Brackerr. No, definitely not. 

Mr. Pircuer. And the Congressional Record. 

Mr. Brackert. No. 

Mr. Pitcuer. And things like that. 

Mr. Brackett. After that, we have got to make a study. 
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Mr. Prucuer. On the other hand, it is not socialistic to print the 
Congressional Record or to print money. 

Mr. Brackert. No. 

Mr. Pitcner. However, did you say you could do it? 

Mr. Brackerr. With very great difficulty. I am not sure that 
they could. 

PitcuErR. I just used those two items 
Mr. Bracxerr. In terms of physical ability, they could do it. 
Mr. Prwcuer. But there is the direct competition of lots of print- 
that you feel that private industry could do as cheap or cheaper 
than the Federal Government. 

Mr. Brackett. Unquestionably. Somebody is going to complain 
about the fact that the Post Office sells imprinted envelopes. 

Mr. Pitcuer. I think you are right. I think that is direct compe- 
tition with the private industry when they sell envelopes for even 
less than cost. These are printed stampe d envelopes, and yet there 
are little envelope industries in every section of the country. I 
agree with that. 

But on some form of printing and a major part of the printing 
that the Government has, they still do it. 

Mr. Brackerr. Oh, unquestionably. We did not want to even 
consider printing the Congressional Record or the money, but after 
that it is different. 

Mrs. Harpen. Why does the Post Office furnish printed envelopes 
and the Government Printing Office unprinted envelopes to the 
Government? 

Mr. Brackerr. I don’t know. That started a long time ago, this 
business of imprinted envelopes. I noticed in the old statute, and 
I am not a lawyer, that it refers to lithographing and engraving on 
envelopes and as a matter of fact I think the process was probably 
letter press, but the statute and the proposed new statute uses that 
old terminology. In the old days it was done purely as a service. 
Today it is not an extensive service, but in principle it is economically 
socialistic production. 

Mr. Warp. Mrs. Harden’s question deals with the envelopes which 
all the Government agencies must get. The printed envelopes that 
show the indicia and indicate ‘“‘United States Department of Agri- 
culture” or some other such agency are obtained through contracts 
made by the Post Office. But the plain envelopes, come from the 
Printing Office. It seems rather contradictory. 

Mr. Brackett. I haven’t finished studying it. I have just begun 
to learn about it, and I find that one envelope company does do the 
imprinting for the Post Office. I didn’t know that the Government 
Printing Office was also making envelopes 

Mr. Warp. Plain ones. 

Mr. Brackerr. That is interesting. 

Mrs. Harpen. Are there any further questions? 

Mr. Bracxert. I hope I have been clear on my use of the word 
“socialistic.” It is not an epitaph. 

Mrs. Harpren. Thank you, Mr. Brackett. 

I should like to insert in the record at this time a letter from our 
Comptroller General, Mr. Lindsay Warren. It is addressed to me; 
also a letter from the subcommittee chairman to Hon. Lindsay 
Warren. 








are 
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My Dear MapamM CuHatrMAN: I have your letter of May 18, 1953, stating 
that your subcommittee is making a study into the justifiability of commercial 
and industrial type operations conducted by Federal agencies, and requesting a 
check into the cost of operations of the Government Printing Office and the 
Department of Defense printing plant operated in the Pentagon, and a com- 
parative analysis for the benefit of the committee 

As your staff has been informally advised, this study has been undertaken and 
a report will be made to you upon its completion. 

Sincerely yours, 
Linpsay WARREN 


’ 


Mr. Linpsay C. WARREN, 
Comptroller General, General Accounting Office, 
Washington 25, D. C. 

Dear Mr. Warren: The Intergovernmental Relations Subcommittee of the 
House Committee on Government Operations is making a study into the justi- 
fiability of commercial and industrial type operations conducted by Federal 
agencies 

Last July 1 we were advised by W. J. McNeil, Comptroller of the Department 
of Defense, that the printing costs in the Government Printing Office were about 


twice those of the Department of Defense printing plant operated in the Pentagor 
Mr. Me Ne il’s testimony appears at page 174 of the attached hearing. 

We, of course, do not not know whether or not Mr. MeNeil’s statement is 
correct but it raises a question which should be answered. I am requesting that 
youec she ck into the cost of operations of both the Government Printing Office and 
the Department of Defense and give the committee the benefit of your analysis 
In making comparisons between the costs of the two establishments, it is realized 
that is will be necessary to see that the same elements of direct and indirect costs 
are included in both sets of figures. We refer, of course, to depreciation, over- 
head, etc. 

Please advise if your staff will be able to undertake this project and, if so, by 
what date. 

Sincerely yours, 
Crecin M. Harpen, Chairman. 

Enclosure. 

Mr. Brackert. I hope that will become available. I would very 
much like to see it. 

Mrs. Harpen. The members of the committee appreciate your 
coming and the manner in which you have so ably represented the 
printing industry of America. 

Mr. Brackett. Thank you so much for the opportunity. 

Mrs. HarpEN. We have one more witness and we feel that it would 
be advisable for us to conclude our hearings at this time rather than 
come back this afternoon. 

Our next witness is Mr. Nathaniel Goldberg, who is representing 
the Super Market Institute of Chicago, and the Food Distributors of 
Greater Washington. 

Will you please take the oath? I believe you have Mr. Martin J. 
Kirsch with you. 

Would both of you gentlemen please stand and be sworn? 

Do you solemnly swear or affirm that the testimony which you will 
give at this hearing will be the truth, the whole truth and nothing but 
the truth, so help you God? 

Mr. GoupsBere. I do. 

Mr. Kirscu. I do. 

Mrs. Harpen. You may proceed, Mr. Goldberg. 
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TESTIMONY OF NATHANIEL GOLDBERG, REPRESENTING SUPER 
MARKET INSTITUTE OF CHICAGO, AND FOOD DISTRIBUTORS 
OF GREATER WASHINGTON; ACCOMPANIED BY MARTIN J. 


KIRSCH 


Letters and report submitted by Nathaniel Goldenl 


erg follow:) 


Foop DIstTRIBUTORS ASSOCIATION OF GREATER WASHINGTON, 
June 11, 1953 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEI 
OF THE House GOVERNMENTAL OPERATIONS COMMIT 


224A House Office Building, Washington, D. ¢ 


GENTLEMAN: We have during the pi 12 months made extensive studies of 
vices at Fort McNair, Walter Reed, 
Bolling Field, all in Washington, D. C., and Fort Myer in Arlington County, Va 
and Camer 
Springs, Md 

Based on the studies we have made, we have come to the following conclusions: 

1. The commissaries now being operated at Fort McNair, Walter Reed, Bolling 
Field, Fort Myer, Cameron Station, and Andrews Field are being operated 
contrary to armed services commissary store regulations 

2. Surveys of the above-mentioned commissaries, which were taken by repre- 
sentatives of the individual commissaries, within the last 6 months, contain many 
improper comparisons, obvious errors, and unfair conclusions 

3. Immediate action should be taken to disestablish the commissaries at Fort 
Myer, Cameron Station, Walter Reed, Fort McNair, Andrews Field, and Bolling 
Field in accordance with the commissary store regulations 

4. It is further respectfully submitted that the disestablishment of the six 
named commissaries will save the Government, and therefore the taxpayers, at 
least $1,500,000 per year 
5. It is respectfully urged that prompt action be taken consistent with the 
above recommendations 

Respectfully submitted. 





the operation of commissaries by the armed servi 


on Station, Alexandria, Va as well as Andrews Field, Camp 


’ 


NATHANIEL GOLDBERG, 
Secretary and Counsel. 





WasHinaton, D. C., June 11, 1953. 


INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE House GOVERNMENTAL OPERATIONS COMMITTEI 
{1 House Office Build nd, Wasi ngton, a 


GENTLEMEN: As attorney for the Super Market Institute, whose national 
headquarters are in Chicago, Ill., I would like to submit the following statement 
to your committee in connection with your study of the operation of commissaries 


by the Defense Department. 

Super Market Institute made up of the leading owner-managed super market 
operator n the country, represent ome 6,000 stores with annual sales in excess 
of S5 } or 

For some time the Super Market Institute has received a continuous stream of 
complaints from members in all sect s of the country protesting against the 

oe I a rereat to whic e ind \ 1 by commissaries 
( ed the Armed Fore 

| v is a summary of t I cipa \ on which tl complaints are 

i 

| rrice surveys taken annualiy Dy the Armed Foree under their own com- 

issary store regulations, to deter e whether continuane f the individual 
com! al warranted under the 1 lation are conducted on an unfair and 
improper basis These survey f roperly condueted, would undoubtedly 
I re the discontinuance of many commissaries ¢ n under existing commissary 
¢ I ations ; 

2. The Armed Forces, actively competing with, but not subject to the normal 
cost and expense factors of pr ate business, are able generally to sell at prices 
substantially lower than those charged by commercial establishments. As a 
result the public, which does not possess all the facts, is given the false impression 
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“move: 























tna tis being overcharged, th serio Vv jeopar ng publie cont ne 
ntegrity of | business veneral and In the reta rocel parti 1 
Che fact super markets operate at an avera net pro of a ¢ ind & 
half on eac oi sales the lowe profit kn I Oo retail 
3 Tl ll ver pri¢ charged by comn ul ores 18s made ossil Oo! 
by Government subsidy to the m ‘ ch has to be borne by thet ( ti 
tune of millions of dollars of need 1 unWarrante LX¢ 
Direc :. ( \ he Ce e! IDS I I 
Millions of dollars tied up in inve 
Che pure is ind ma ( i ( ( e fi lI ind rhi¢ 
I t I Lice t sé yt irge t iT 
l) The of military personnel in comn ari 
It ( ( red recommend t elore ex of 
those sO area e no commercial I ir¢ a Abie LiKe ( f 
armed service ersonne all other comm iries be albx shed 1 all metre LI 
rea n the ¢ ne [ etate A 1, that ¢ In these Lale ca 
the c 4 or t establishment the future, of commissaries be s ‘ 
controlled 
I respectfully submit the need for early action on these recommendatic 
pincere Vo 
NATHANIEL GOLDBER( 
{ito ey t La 
L.EPORT ON COMMI .RY OPERATIONS 
s were first authorized 80 ve Zo V1 the primary purpose f 
me hei to furnisl bsist e to troops when subsistence was 
availa Basica the statut: ier which commissaries ar¢ 
| 4 he s is tl originally enacted 
priate commissary store re lations of the Defense Departm 
cannot be established or maintained where adequate commercial 
mveniently available, selling subsistence items at reasonable pr‘ces 
In this connection, it should be noted that the Defense Department re tions 
ilso provide that “reasonable prices” shall be prices within 20 percent of the prices 
nmi es, are t 4 f 
Therefore, it i ner iT 
1 they are taken and, in gt 
its 
1 in studying the ade 4 
bye Oo questi ' t t t 1 
| ure ertainl 1d 
and are in locations convenient ersons presently patronizing con 
Therefore only way the continued operation of the commis 





Washington area could be warranted is by proof that commercial 








commis rv prices by the 20-percent limit set up under commissary 

tions he commissaries are bound each year to take a survey 

whether or not commercial prices exceed prices charged by commissaries by the 
20 percent mentioned. If they do ire warranted If ( 1o 
not do so, and commercial faciliti 1 convenl ly located f 
commissaries are to be disestablished under their own regulations 


In order to determine whether or not commercial stores’ prices were within the 
20 percent criteria, the Food Distributors Association of Greater Washington 
undertook a private survey in July 198: 








his association represents approx- 











imately 500 stores and super markets in and around metropolitan Washingtor 
The association compared prices of commercial establishments with those of the 
commissary prices from the commissary price list of July 1, 1952, which the 
association was able to obtain. The results were as follows: Our studies required 
the conclusion that subsistence items sold in the commissaries in the metre politan 
area of Washington are conveniently available in adequate commercial estab- 
lishments in the same area at prices less than 20 percent above commissary prices 





During this study we made numerous requests upon representatives of the 
Defense Department and the loc 
surveys taken in Decer 
whether or not, after a 


Not withstal ding such requests, it Was impossible to obtain such surveys. 


| commissaries that we be supplied copies of the 






that thev could be studied to determine 





sis, the commissaries were, in fact, v 
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I mber 1952. These rve ul at aled that they contain 
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Aa ¢ al r) e of « i err ¥ } r nart f ft a XN we her 1952 Survevs 
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rt Fort McNair survey es the follow ng comparisons 
¢ 
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The Fort McNair survey makes comparisons with Safeway prices on Lancaster 
Chestnut Farms milk In fact, Lancaster eggs and Chestnut Farms 

milk are not sold in Safeway stores in this area. 
In the Cameron Station survey the f wing should be noted: White bread 





selling at the commissary at 5 cent It has been impossible to determine how 
the bread price of 5 cents was decided upon. Even the comn ary authorities 
would have to admit bread cannot be produced and sold for 5 cents and still 
reflect all costs involved. 
Shortribs selling at the commissary at 39 cents while A. & P. selling at 49 cents. 
On the Fort McNair and Fort Myer surveys, shortribs are found to be priced 











at the Safeway at 79 cents It is a fact that the A. & P.’s prices and Safeway’s 
prices were esse! ly, if not exactly, the same at the time the survey was taken 
lt t efor it to understand 1 commissary finding ortribs available 
nanA. & P. at ents and 2 othe nmis jing a price of 79 cents for 
t ame g charged at Safew area. I of necessity, 
t lead the conciusion that errors we ti nection in the 
surveys 
Pea sf Y mpared wit 1) Monte Che in grade 
Apricots & pared D A it as ll ain bere 
~ 1 gres in ade. compared with Del Monte Cl e 
In grace 
Fruit coc} compared with Del Monte Choice in grade. 
Tomat compared with Del Monte ice in grade. 
rhe f t ate above are merely representative of the 
great mar e commissary studies reflect merchandise 
graded Star n commissari¢ being compared with items 
sold in retail stores, which items are graded Choice or Fancy. ‘The result ob- 


viously is an unfair and improper com] 
In the Fort Myer survey, a compa is made of commissary prices with the 
prices of a Safeway store, and a privately owned store known as Boulevard Market. 
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They also refer to a delicatessen store and a small privately owned store as being 
the four nearest comparable commercial facilities l'} completely ignore tt 
fact that in the immediate vicinity of Fort Myer there are many large supermarkets 
and chainstores in existence 5 

In the Fort McNair survey there was found the following statement: ‘‘The 
nearest comparable commercial facilities are 2% miles from the flagpole on the base 
The trip by private conveyance is 15 minutes and by public transportation 35 
minutes by streetcar, which involves 2 t isfers.’ It should be noted that 





one of the stores described in the survey as being the closest comparable com- 
mercial facility is a Safeway store at Georgia Avenue and Park Road N.W 
while the entrance to Fort McNair is on P Strest SW., near Fourth Street. 

The fact of the matter is that the Safeway stores alone have some 14 stores 
within a 2-mile radius of this base, and 1 of the 14 stores is a brandnew complete 
large supermarket several blocks away from the main gate of Fort McNair 

It should be noted in making the surveys, the commissaries followed certain 
definite patterns. First, and this is very important, they have taken their studies 
on an unweighted ! basis, giving no attention to the importance of a particular 
item or items in the overall market basket. 

As a specific example, in the surveys taken some 6 months ago, the commis- 
saries in several of these surveys, show an item known as Pride, which is a floor 
wax item, which the commissary has at a cost price of 60 cents, and the com- 
missary report shows that commercial establishments are selling the same article 
in the neighborhood of $1. On the other hand, canned milk is shown in the surveys 
as selling at 15 cents in the commercial establishments, as against 13 cents and 14 
cents in the commissaries, but in the overall totals of $40 or $50 in the market 
basket that was assembled, it should be noted that Pride would then carry any- 
where from 4 to perhaps 64 times the importance of the canned milk item, when 
in fact probably several hundred cans of milk are sold to each item of Pride that 
is sold. 

The recent surveys taken by the commissaries themselves in November 1952, 
show the prices in commercial establishments exceed commissary prices by more 
than 25 percent. However, in 1950, in a hearing before the subcommittee on the 
Committee of Appropriations in the United States Senate, on the National 
Military Establishment appropriations bill for 50, Maj. Gen. H. Feldman, the 
Quartermaster General of the United States Army, submitted a price comparison 
between Fort Myer and two large commercial stores in the nearby vicinity, 
Those prices showed one of the stores to only be 13.75 percent above the commis- 
sary cost, and the other store only 10.95 percent above the commissary prices 

In 1951, consideration was given by committees of Congress to requiring that 
commissaries add to their cost prices markup sufficient to cover certain expenses 
directly incurred by the Government in operating the commissaries. In this con- 
nection, attention is directed to the following: 

In testimony taken May 7, 1951, before a subcommittee of the Appropriations 
Committee which subcommittee George H. Mahon was chairman, the following 
testimony is found on page 148 of the testimony: 

“Section 628 is a new provision. This section would prohibit the use of appro- 
priations for direct expenses 1n conne ction with maintenance , Cor duct. operatic k 
or management of sales, commissaries, or commissary stores, unless sales prices 
were raised sufficiently to reimburse t! 

On page 149, of said testimony the following is found 

‘“‘This provision has been carefully studied by the office of the Quartermaster 
General, which has general supervision over commissary operations, and the 
following effects of the section are pointed out for the information of the com- 
mittee: 





» appropriations for all such costs.” 
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J f effect would be ar icrease of about 18.3 percent in commissary 
prices 1 order to cover the cost spr cified bv this section. These costs 
( ty Mf transportation and tr inspection, losses In transit, 
r ( rom s} lage vaste iamage in hre, spe 11 packing and pack- 
tary and civilian labor costs, expendable supp! ised in commissaries, 
replacement and repair of ¢ I ent such as refirgerator heive and show- 
( L and ( ll ssuch a t, i 1d power, 
4 i i i | r ‘ of expense 
1a ) cia ; I ( cluded this 

a» i ) ) “T 1 ¢ ) ( 

) . lo 33 te fo low \Ir. Sikes asked the 
qu | her : \ it ‘ ' R ent increase 
\ ( at fy t! i l ) l g econ Sar ( 1 » a hi her or 
iOowe! Vi Tac 

Mr. Trac answered | iry fro area to area ome place t 
would the commissar price greatel nan 1 Cc recial ores, U 
others it would still be a little |} below 

On page 151, Admiral Hopwood stated: “I might say, sir, that the Bureau of 
Supplies and Accounts also examined this provision and their determination was 





{ 


hat it would be in a great many cases hi 
In testimony before the Senate committee, dated January 28, 1952 Secretary 


her than the normal chain-store prices.”’ 


Lovett in testifying to a question of Chairman Russell, as follows: ‘‘Sinece you 
have increased your margin of costs, what is the average percentage difference 
between the commissary and buying in civilian stores?” 

secretary Lovett answered: ‘‘ There is little or no difference, in fact it is possible 
in a community of this sort to buy many foodstuffs in large commercial stores at 
somewhat lower prices than in the commissaries.”’ 

Chairman Russell then asked the question: ‘‘Do you think you could buy 
meats here in Washington cheaper than you can buy in the commissary at Fort 
M ver?”’ 

Secretary Lovett said: ‘‘Or as cheaply would be my guess.’’ That was the 
a few months ago.’’ 

the course of the hearing for the Departn ent of Defense appropriations 
952, a proposed change in commissary price regulations, which is incorporated 


this artic 








into section 628, as mentioned previously in +, Was up tor discussion in a 


hearing before the subcommittee of the Committee of Appropriatior sin the United 


States Senate, on June 7, 1951, Senator O’ Mahoney presiding. Carl R. Bendet- 
sen, Assistant Secretary of the Army (General Management) was testifying on the 
operations of commissaries. Mr. Bendetsen asked that section 628, which section 
relates to the commissaries being responsible for certain of their direct costs, be 
deleted 


Senator O’Mahoney replied: “There is a peculiar problem involved in this, i 
my understanding is correct. This section came to the House from your budget, 
and it effected, as I recall it, a saving, or was expected to effect a saving of $24 

illion If this section should be eliminated, then it would be necessary to add 

somewhere in the bill, or am I mistaken about that?”’ 
detsen stated in response: ‘‘It is my firm belief, Mr. Chairman, that it 
li necessary to restore or to add that it would not be a restoration to add 
524 million to the subsistence part of the appropriation or anywhere in the bill. 
I think we could find some way to absorb it.” 

Further on in the testimony, Mr. Bendetsen states, ““‘The Bureau of the Budget 
has in its discussions felt that 628, or substantially the same type of legislation 
should now be adopted or added to the appropriation bill; and we do not.”’ 

The Defense Department several years ago announced a policy of closing 
commissaries in cities and urban areas 
Assistant Secretary of the Navy Koehler, on May 24, 1949, reported to the 
Philbin committee ot the House: ‘‘Perhaps at Mr. Herbert’s suggestion it will be 
better to get away from the word ‘Metropolitan’ area, because it is a broad, 








PD 


indefinite word. We propose to abolish them in areas where commercial facilities 
are otherwise available, where our people can purchase goods at reasonable prices; 
that is, the same basis as would be applicable to civilian residents of that com- 





This policy has not been effectively carried out. 

In testimony before Congress some two years ago, Defense Department officials 
stated that the average purchases of each commissary card throughout the country 
amounted to $177 per year. The average saving per commissary cardholder is 
therefore l and if considered as 





» has no right to be considered as salary, 
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salary, is unfair because of the fact that the payment of salary in this fashion 
becomes a direct burden on one segment of American industry, not as taxpayers, 
but as individual business peopl It is also to be noted that the conclusion that 
this privilege is in the nature of salary, if recognized as true, would result in an 
unfair and improper situation by itself because of the fact that a soldier trans- 
ferred from an area like Washington, where commissaries exist, to an area where 
no commissaries do exist, would thereby receive a reduction in salary, which was 
obviously not the intent of Congres 

The following is the number of families quartered on and off each respective 
post, and the number of commissary permits issued ; 

Fort Leslie J. McNair: Families quartered on and off the post—490; permits 
issued—4,031 lhe commissary report from Fort McNair shows that there are 
63 families living on post, and 427 families living off post, while opposed to this 
figure there are 4,031 commissary permits in use at this post 

The Walter Reed report shows that there are 141 families quartered on post, 
and 3,434 families quartered off the post, and are a total of 3,639 commissary 
permits q 

In the Fort Myer report there are 559 families quartered on the post and 4,384 
families quartered off the post, yet there are a total of active permits of over 5,000 

In Cameron Station there are no families quartered on the post, and 67 families 
quartered off the post, yet there are 8,296 permits 

T : 


his only tends to point out the fact that the majority of the people using the 
commiussarl in the metropolitan area of Washingtor 


il\Ve 
and have to travel and spend a great deal of time and « 


wtvually 1 ide the city, 


ffort t et to the com- 
missary. This is in direct opposition to the original purpose for which they were 
formed, which was to feed the personnel who were with the service stationed away 
from commercial facilities 

In other words, at these particular commissaries, 4 in number, in November 
1952, there were almost 21,000 commissary cards in effect, but of t number 


only 763 persons lived on the post 





It is estimated that in the 6 commissaries involved in the Washington area, 
that approximately $10 million per year of merchandise is sold at commissary 
cost prices. It is understood that a 5-percent charge is made to the peoy Naki! 
those purchases, which 5 percent would amount to $500,000. Having in mind 
their statement of several years ago that the 628 section as proposed and whicl 


only covered direct expenses apparently would have added 18 to 20 percent to 
the selling prices, it is to be noted that the Maintenance of the commMiuissaries in 
the Washington market alone is costing the Government, and therefore the tax- 
payers, a minimum of $1,500,000 per year. 

Mr. GotprerG. Thank you, Madam Chairman. I want to thank 
the Madam Chairman and the committee for the opportunity of 
appearing. I am an attorney in Washington, and this morning I 
am representing Super Market Institute, which is the national organ- 
ization of food stores, food supermarkets, doing some $5 billion worth 
bf food business per year. 

[ am speaking on behalf of the Food Distributors Association of 
Greater Washington, which includes about 500 stores in Washington, 
nearby Maryland and nearby Virginia. 

First of all, I want to apologize for not being able to get to the 
committee last evening the report of the Institute. I was not aware 
of these hearings until last Tuesday and was not able to get the report 
in until this morning. 

To make my position very clear, the two associations | am repre- 
senting are taking the position which was expressed by the Secretary 
of the Navy Koehler on May 24, 1949, in a hearing before a House 
committee when he said that they proposed to abolish them, the com- 
missaries, in areas where commercial facilities are available and where 
they could purchase goods at reasonable prices, that 1s, on the same 
basis as would be applicable to civilian residents of that community. 

About a year ago | was authorized and directed bv the local associa- 
tion, which I will call it, to make a factual study of the commissaries 
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Washington area, which includes Walter Reed, Fort McNair, 
Mver, Cameron Station, Bolling Field, and Andrews Field. 


ort 

We tried to localize our studies and went back to 1866 getting the 

background of statutes which set up the commissaries. We were able 

to get copies of transcripts of Congressional hearings for several years. 

We studied Defense Department commissary store — tions and 
Sle 


1 
ly 
A 


reports and came up with some rather startling cone 
Under the Defense Departme! t commissary store edaiatl cui they 
have set up criteria, and the criteria provides th - where adequate 
commercial facilities are conveniently available selling substantially 


r 
38 


all items at reasonable prices, the commissaries are not to be main- 
tained In other words, they are not t » be ablished in the first 
place if the commercial facilities are st is und they are supposed 
to take annual surveys and if they find that even though originally 
they were ¢ tab li hed properly that at the time of the survey the com- 


\ ; a 
mercial facilities are conveniently located and are adequate and fall 


within the 20 percent under the criteria, the y are to be disestablished 
under their own regulations. 

The annual surveys are the basis for the continuance of each of the 
commissaries throughout the country. 

We confined our study to the Washington area and the six com- 
missaries I have mentioned, and we took a survey ourselves in July 
of 1952. We were able to obtain a copy of a commissary price list 
and we checked the prices on the same basis that a survey was taken 
by the Navy Department several weeks before that at Coronado 
Beach, Calif., at San Diego. 

We took the exact procedures, the total of the prices for all the 
items that they purchased. In the San Diego survey they had 350 
or 360 items, and I think we took 550, a much more extensive study. 
We took them on an unweighted bs Asis by merely adding up the tota ils 
of the 550 items and we took the Bureau of Labor Statistics figures, 
giving a proper weight to the individual items, for instance sugar and 
canned milk or meat would be more of importance in the market 
basket of the soldier than an item of wax or insecticide or polish or 
anything else. We covered every detail that the San Diego studies 
did, and those studies brought us to the conclusion that given a 
proper weight to the importance of the individual items, that the 
commissaries in the Washington area, the six that I have enumerated, 
are being operated contrary to existing Defense Department reg- 
ulations. 

In other words, I am not proposing at this time that any change 
is necessary insofar as area is concerned, because there is no question 
that in the six commissary locations I have mentioned that there is 
any questioning the adequacy of the commercial facilities nearby. 
There is no questioning the convenience of commercial facilities to 
the few people who live on these various posts. 

Insofar as the price studies are concerned, we are convinced that 
if they were taken by industry, if an impartial study were taken and 
could be done, that the prices of industry would be lower than the 
20) percent, 

On the other hand, the surveys in the Washington area—and I 
must say this is an aside, we tried to get copies of the surve ys taken 
in December 1951. We contacted every single commanding officer 
in each of the six commissaries and I must admit that I received very 








on oe 


iain i tee 


COMMERCIAL AND INDUSTRIAL ACTIVITIES IN GOVERNMENT 245 


beautiful and gent manly written letters, but I did not receive coples 
of the surveys or prices. 

In connection with other activities recently we did have made 
available to us, and not by officials of the Department of Defense 
surveys which were taken on four of these posts in Nov ember of 1952 
Fort McNair, Cameron Station, Fort iver, and Walter Reed 

In this report I tried to bring out a few exam ples ol the things we 
found and unfortunat ly we were forced to the conclusion that there 
were many errors in the repert. 1am certainly not saying that they 
were intentional and I am thoroughly convinced it was based on a 
lack of knowledge 

Mrs. Harpen. I was going to ask you if you felt that those reports 
were authoritative. 

Mr. GOLDBER( | would li ce to bring out the lact and pe rhaps let 
this committee know that I have tried to confine myself to a study of 
the facts and I think this committee will be very quickly able to form 
its own conclusion. Being an attorney, I generally confine myse'f to 
the facts 

Kor example, I have briefed—and I was thoroughly confused 
because I could have written almost a book on the things we found 

Now, on page 2 of our report, at the bottom, we found items such 
as strawberry preserves, the commi: sary price compared with the 
Giant price and with the Safeway price. The commissary price is 
24 cents, as compared with the Giant price of 45 cents and the Safe- 
way price of 25 cents. The Giant strawberry preserves are an entirely 
different type, a luxury item, and has no right to be compared with 
the item in the commissary. It is a different grade. 

On page 3 you will find mincemeat. You will find the commissary 
price compared with the Giant price and the Safeway price. These 
prices are 28 cents for the commissary, 67 cents for the Giant and 39 
cents for the Safeway. The same situation prevails with respect to 
the mincemeat at the Giant as was true in the case of the strawberry 
preserves. The mincemeat at the Giant was an entirely different 
type, their highest priced mincemeat. 

Now we come to the item of beef roast or chuck roast, and the 
price at the commissary (with bone in), and then there was the same 
item at the Giant with bone removed. The commissary price was 61 
cents; the Giant price was 89 cents; and the Safeway price was 59 
cents. Now, the comparison to the Giant product is not correct, 
because the Giant beef roast is a boneless chuck which is a higher 
quality meat than the ordinary chuck beef roast which has the bone 
in it, with which it was being compared. Iam sure Madam Chairman 
can understand that that is a much different item once it has had the 
bone removed. 

Now we go into the next item, which is ground beef or hamburger. 
The commissary price was 51 cents a pound, the Giant price was 65 
cents a pound and the Safeway price was 49 cents a pound. Now, 
this particular beef item at the Giant store was an extra lean item as 
compared with the item in the Safeway which was with the fat on it. 

Then we get down into the short ribs. The Giant and the Safeway 
prices both were 79 cents, and being sold at the commissary for 51 
cents. I would lik e to bring to your attention the fact that both 
the Giant and Safeway have never sold short ribs at more than 50 
cents, which was the Office of Price Stabilization ceiling. 
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Then they get into chicken, eviscerated. The commissary price 
was 60 cents and the Giant and the Safeway prices were exactly alike, 
$1.20, but there is no comparison of the weight. I don’t know 
from the study whether or not the chicken at the Giant and the 
Safeway is exactly twice as much in weight as the commissary or not, 
and if it were of course it would have made it on the same basis. 

Then in the Fort McNair study they come up with Lancaster eggs 
and Chestnut Farms milk. In fact, Lancaster eggs and Chestnut 
Farms milk are not sold in Safeway Stores in this area. Where those 
figures come from, I don’t know 

In the Cameron station survey we found bread selling for 5 cents a 
loaf. I don’t know where the cost figures came from, but I think we 
can say that nobody can produce bread for 5 cents, civing some kind 
of reasonable weight to the cost factors of the ingredients and every- 
thing else 

Now, on top of page 4 we selected five items in canned goods which 
on the survev are shown to be graded ‘“Standard’’ as compared with, 
for example, Del Monte “Choice.” Now the Del Monte ‘“‘Choice’’ 


is an entirely different and better product, but consistently they keep 


comparing standard items of canned good with “Choice” or fancy 
canned foods 

In the Fort Mvyer survey they ro into the Washin rton-[ee shopping 
center and find a Safeway nearby and a Boulevard market in that 
shopping center and they mention the fact that those are the four 
nearest comparable facilities They also refer to a delicatessen store 
and a small privately owned DGS store. As a matter of fact, within 
a radius of a few blocks of Fort Mver there are chain stores of every 
tvpe, A. & P., Acme, Giant, Food Fair and all of them 

Then I came across a startling situation with reference to Fort 
MeNair. Now, this is the context of their statement: 

The nearest comparable commercial facilities is 244 miles from the flag pole on the 
base. The trip by private conveyance is 15 minutes and by public transportation 
35 minutes by street car, which involves two transfers. 

As you know, Fort McNair is located at Fourth Street and P Street 
SW. Then they put one of the stores as being the nearest comparable 
a Safeway Store at Georgia Avenue and Park Road NW. The fact 
of the matter is that Safeway Stores has 14 of their stores within a 
radius of 2 miles from Fort McNair, and 1 of those 14 stores is a 
brand new complete, large supermarket within several blocks away 
from the main gate of Fort McNair. 

Then we found that the studies gave no weight to the importance 
of individual items, and perhaps I shouldn’t say this, by carefully 
selected items, things were brought into the market basket which were 
given weight far beyond the weight they should have been given. 

For example, they have an item of ‘‘Pride,”’ which is a wax. This 
particular item sold at the commissary for 60 cents and they had a 
price of 98 cents to $1 at the stores ; 

They also had canned milk at the commissary for 13 or 14 cents 
and at the private stores for 15 cents. But there was no weight 
given to the individual commodities and it ends up that the ‘Pride”’ 
wax item which is sold at a 40-cent spread is given 4 to 6% times 
more importance than the canned milk, which is sold at a spread of 
1 cent. 

Now. going back to the Bureau of Labor Statistics, we find that 
meats carried an important ratio in the market basket of 32.84 per- 
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cent of each dollar spent for food, while laundry soaps and cleaners 
carried an importance ratio of 1.05 percent of the total market basket. 
In other words, all they did was take a total of all the items and made 
a comparison of the food and went out from Fort Myer and did not 
go to one of the big supermarket stores where the prices were lower, 
but took this one privately owned market whereas they have got 
an Acme next door to it, and they also refered to a delicatessen store. 
They took the Safeway price and the private store together and 
took their totals and then averaged them up so that the Safeway 
prices were brought up, because of being averaged with the small 
private store, to a figure higher than is allowed under the commissary 
regulations. 

Now, getting back again to these Bureau of Labor Statistics figures 
in this same comparison, as I said, we have the meat carried at 32.84 
percent of the whole market basket, and soaps and cleaners at 1.05 
percent. Now “pride” is included in soaps and cleaners in the San 
Diego argument. For instance, if you have a base price for meat 
of 30 cents, which of course is a ridiculously low figure, but if you 
have that price and then you have the soap cleaner selling for 60 
cents, you would find that the soap was twice as important as the 
meat in the commissary survey, whereas the ratio would be 30 to 1 
in the Bureau of Labor Statistics figures, soap as compared to meat. 

Now we have some information on the Quartermaster General of 
the Army. In 1950 in a hearing before the Subcommittee of the 
Committee of Appropriations in the Senate on the eto Military 
Establishment Appropriations Bill for 1950, Maj. Gen. H. Feldman, 
submitted a price comparison between Fort Myer and two large com- 
mercial stores in the nearby vicinity. The total of those prices 
reflected that 1 of those stores was 13.75 percent above the commissary 
cost, and the other store was only 10.95 percent above the commissary 
prices, without even attempting to give the proper weights on them 

But this was Defense Department testimony before the Congress. 

Then we found instances also in 1951 in testimony before the 
committees of the House and the Senate with reference to a proposed 
change, the Director of the Budget had urged that the Defense 
Department be required, in selling merchandise in the commissary, 
to add certain direct expenses of the cost to the prices charged. 

We have testimony which you will find on page 6 of our survey 
where they estimated if they were re to do this that they would 
have to increase their prices by 18.3 percent. This 18.3 percent did 
include many of the operating expenses, but not all of them. There 
did not appear to be any provision for rent, State and county taxes 
which the industry has. 

Then we come to testimony in connection with that proposal, and 
a question was asked by Mr. Sikes as to whether they knew whether 
the 18 percent increase anticipated would bring commissary costs to a 
higher or lower figure or level with civilian facilities, and Mr. Tracy 
answered that it would vary from area to area, that in some places 
it would make the commissary prices greater than in the commercial 
stores, in others it would still be a little bit below. 

Then Admiral Hopwood stated: 

I might say, sir, that the Bureau of Supplies and Accounts also examined this 
provision and their determination was that it would be in a great many cases 
higher than the normal chain-store prices. 

35810—53—pt. 1——17 
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Secretary Lovett, in testifying before the Senate committee on 
January 28, 1952, in answer to a question of Chairman Russell 
stated—and perhaps I had better give you the question first. The 
question was, ‘‘Do you think you could buy meats here in Washington 
cheaper than you can buy in the commissary at Fort Myer?” 

Secretary Lovett said, ‘Or as cheaply, would be my guess.” He 
went on to say, ‘That was the situation a few months ago.” 

Then we come to a very, very interesting situation which occurred 
on June 7, 1951, when a gentleman by the name of Mr. Bendetsen, 
who was Assistant Secretary of the Army and was testifying before 
the Senate Committee on the Department of Defense Appropriations 
for 1952, and this same matter of 18.3 percent came up. They 
asked Mr. Bendetsen who was testifying in opposition to the proposal 
Senator O’Mahoney asked this question: 

There is a peculiar problem involved in this, if my understanding is correct. 
This section came to the House from your budget, and it effected, as I recall it, 
&@ saving, or was expected to effect a saving of $24 million. If this section should 


be eliminated, then it would be necessary to add $24 million somewhere in the 
bill, or am I mistaken about that? 


Mr. Bendetsen answered this way: 


It is my firm belief, Mr. Chairman, that it will not be necessary to restore or to 
add that it would not be a restoration to add $24 million to the subsistence part 
of the appropriation or anywhere in the bill. I think we could find some way to 
absorb it 

In other words, if they would just do away with the requirement 
the Defense Department would reach down into their large appropria- 
tion and find $24 million. He said, ‘‘I think we could find some way 
to absorb it 

And then he went on in the testimony at that time to say: 


The Bureau of the Budget has in its discussions felt that 628, or substantially 


the same type of legislation, should now be adopted or added to the appropria- 


tion bill; and we do not 

We have actually, after all of our studies—and I might refer you 
to page 9 of our survey for a moment—we found that in November 
of 1952 when the studies were taken by the 4 commissaries I have 
mentioned, we had something like 21,000 commissary cards issued in 
the 4 commissaries, and there were 763 persons living on the total of 
the 4 posts. This shows you how the operation of the commissary 
is so foreign to the structure and background of the commissaries. 

It was found at the Cameron Station where they were supposed 
to measure from the flagpole in the center of the post, that there was 
nobody living at the Cameron Station. However, they have 8,000 
cards from that station getting their food at the commissary and no- 
body lives there. 

As I stated, in the total of the 4 posts and institutions there 
were 21,000 cards in effect that particular month and the total of the 
people on the posts was 763. 

After making these studies and trying to rationalize about them 
and trying to come up with what we thought was reasonable, we 
came back to the testimony of Assistant Secretary of the Navy 
Koehler before the Philbin committee of the House and Koehler’s 
testimony was a promise on the part at that time of the Navy De- 
partment to abolish all commissaries in what the Congressmen of 
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the committee called metropolitan areas, and he stated before that 
committee on May 24, 1949: 

We propose to abolish them in areas where commercial facilities are otherwise 
available, where our people can purchase goods at reasonable prices; that is, the 
same basis as would be applicable to civilian residents of that community. 

We feel that in the Washington area the commissary sales would 
total $10 million alone. They are now adding a 5 percent surcharge 
when they make sales to the personnel who buy at the commissary, 
and we feel also, based on their testimony of some 2 years ago, that 
their costs brought them somewhere between 18 percent and 20 per- 
cent, and that it is costing the Federal Government and us, the tax- 
payers, a net of $1,500,000 a year to continue the commissaries in 
the Washington area. We feel that they are being maintained con- 
trary to existing Defense Department regulations. 

The local association has confined itself to a study of the Washington 
area which takes into consideration those commissaries in the nearby 
area. The Super Market Institute has directed me to file the letter 
which I have. But it also takes the position that nationally, across 
the country, the commitment made by the Navy Department some 
2 or 3 years ago that the commissaries should be abolished in the 
metropolitan areas where they have commercial facilities available 
and where the prices are reasonable, that that commitment should 
be carried out. We also feel that the prices charged at these com- 
missaries should be more strictly controlled than they are now. I 
have in mind nationally the many millions of dollars that are tied up 
in inventories, fixtures, equipment and buildings, and the total overall 
savings to the Government and to the taxpayers, if this thing were 
perhaps properly and fairly handled would be considerable. 

made these remarks, being well aware of the fact that it has been 
contended by many people that the commissary privileges are pay 
privileges and benefits and fringe benefits to the personnel of the 
armed services, and that this creates a problem. I found in connection 
with that testimony which I will be glad to supply this committee 
submitted to Congress some several years ago where, in I think it was 
1949, the average benefits or, rather, I should say the average pur- 
chases per coramissary cardholder throughout the country were $177 
per year total. We have the testimony, but actually it was $177. I 
have been told that there has been a modest increase for the past year 
in the average of the purchases made by the individual cardholders. 

From the standpoint of it being classed as salary—and if it is 

salary, we feel that the men in the armed services should be compensa- 
ted properly. If a man lives in Washington and is shifted to an area 
where there is no commissary, then he gets a reduction in salary 
Whatever benefits the armed personnel need to replace whatever small 
saving that there may be on this small $177 average should be made 
available to them. But we feel it creates a burden to a particular 
industry by doing it this way, and it creates unfair and at times, 
we feel, improper results. 

Mrs. Harpen. Have you any idea of the amount of taxes the indus- 
try which you represent has paid? 

Mr. GotpsperG. Would you have in mind income taxes or State 
and county taxes? 
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Mrs. Harpen. All taxes 

Mr. Gotprerc. Well, I would have to get information, but I 
would say this, that if you are taking the Super Market Institute as 
an example, they do $5 billion worth of sales. The profits will average 
1 percent to 1% percent net profit on their sales, which would be the 
total across the country, a very considerable $50 million or $75 million, 
and in income taxes alone in every statement I have seen you will 
find an equal amount just for income taxes 

For instance, in Maryland and Virginia they have personal property 
taxes by the States and the counties were based on the fixtures and 
the equipment in the store, and in a particular store you might have 
$75,000 to $100,000 worth of equipment. 

Then in the State of Virginia they have what they call privilege tax, 
where you pay not based on sales, but based on the amount of pur- 
chases. ‘Those several items alone will carry this thing into, I guess, 
on the average of hundreds of millions of dollars. 

Mrs. Harpen. We have a State gross income tax in Indiana, the 
merchants pay on each purchase. 

Mr. Go_ppere. In some States they call it a business privilege 
tax and in some States it is on the sales and in some States the tax is 
on ~ basis of the purchases. The bigger you get the more taxes you 
pay, and properly so, but the taxes are heavy and in this type of 
situation that volume of $10 million would create considerable taxes 
for the States involved where these commissaries are located. 

Mrs. Harpen. Do you think that the law and criteria are adequate 
if objectively enforced? 

Mr. Gotppera. No, ma’am; for this reason; I do not like to be too 
critical, but we find ourselves in the position where you have an attor- 
ney and the jury and court all being selected from the same family. 
If it was objectively done, then we find ourselves, Madam Chairman, 
in the position of, well, they put this 20 percent down and we would 
frankly be concerned that they woul i change the percentage. 

In other words, I think you will find that the commissary studies 
have ingeniously followed the patte rn to warrant the existence of the 
commissaries. The facts show that tn so far as this area is concerned, 
and I will not say that they are applicable to all other areas, but with 
reference to this area I can show you that and in my office I have 
figures to show you the details that we have pulled out of these studies. 

Mrs. Harpen. If the General Accounting Office, and the Bureau of 
the Budget or the Commerce Department made the surveys you would 
not have that difficulty you mentioned. 

Mr. Gotpserc. Only in part because we have offered our services 
to representatives of the General Accounting Office who are likewise 
doing work of their own on this matter 

I understand one of the officials of the General Accounting Office 
was here yesterday, and we feel that it requires experienced industry 
people to take a survey and it is very difficult to line up criteria that 
would apply, and apply it on a national scale to hundreds of millions 
of dollars of activity. 

Mrs. Harpren. They are doing the survey for this committee. 

Mr. Goupzere. Is that so. 

Mrs. Harpren. Do you have any questions, Mr. Brooks? 

Mr. Brooks. No questions. 
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Mrs. Harpren. Mr. Pilcher? 

Mr. Prtcurer. No questions. 

Mrs. Harpen. Mr. Ward? 

Mr. Warp No questions. 

Mr. Goupspere. Thank you very much 
appearing here. 


Mrs. Harpren. We thank vou for coming, 


esting and informative statement 
Do you have anything to add? 
If not, the committee will adjourn until 


at 10 o’clock. 


for the opportunity of 


and for your very inter- 


next Tuesday, June 16, 


(Whereupon, at 12:43 p. m., the hearing was adjourned, to recon- 


vene at 10 a. m., Tuesday, June 16, 1953 











INVESTIGATION INTO COMMERCIAL- AND INDUSTRIAL- 
TYPE ACTIVITIES IN THE FEDERAL GOVERNMENT 


TUESDAY, JUNE 16, 1953 


House or REPRESENTATIVES, 
INTERGOVERNMENTAL RELATIONS SUBCOMMITTEE 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to recess, at 10 a. m., in room 1501, 
New House Office Building, Hon. Cecil M. Harden (chairman of the 
subcommittee), presiding. 

Present: Representatives Cecil M. Harden (chairman of the sub- 
committee), Robert L. Condon, Frank C. Osmers, Jr., J. L. Pilcher, 
and Jack B. Brooks. 

Also present: Ray Ward, staff director, and Jane E. Morgan, clerk. 

Mrs. Harven. The meeting will come to order. 

The clerk will call the roll. 

The clerk called the roll, and the following members answered to 
their names: Mrs. Harden, Mr. Osmers, Mr. Brooks, Mr. Condon, and 
Mr. Pilcher. 

Mrs. Harpen. We resume hearings on commercial and industrial- 
type activities in the Federal Government. 

We are happy to have with us this morning our distinguished 
minority leader, Hon. John W. McCormack, of Massachusetts. 

Would you proceed, Mr. McCormack? 


STATEMENT OF HON. JOHN W. McCORMACK, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MASSACHUSETTS 


Mr. McCormack. Madam Chairman and members of the com- 
mittee, | appreciate the opportunity to appear before you to: briefly 
present some views in connection with the ropewalk at the Boston 
Navy Yard. You have gone into this already so I will not cover it 
in detail 

I know you have received evidence as to the length of time it has 
beeo there, which is about 117 years. It is a very important function 
which it performs and has other pertinent advantages. 

While the Boston Navy Yard is not located physically in my 
Congressional District, it is located in the adjoining Congressional 
District and of course it has a significance which is more than being 
identified with a particular congressional district, but because of its 
location there it has a very wide significance 

In addition to what you have heard, and probably this has already 
been covered, but I will briefly refer to some of the reasons why I feel 
it has served a very necessary and justifiable purpose, and no recom- 
mendation should be made against its continuance. 
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This is the only ropewalk the Navy has and it supplies practically 
all of the Navy cables used by the Navy Department. Employees 
of the ropewalk are the most skilled ropemakers in the United States. 
They are specialists and their craftsmanship is unexcelled, pe urticularly 
in making the cables on which oul fic hting ships de pe nd for use and 
for safety. You know of the investment by the Federal Government 
in this particular plant of special equipment and machinery in what 
is called the ropewalk 

It has always been a policy of the Federal Government to maintain 
vitally needed defense organizations and while this is a small group 
so far as numbers are concerned, it is a very important part of the 
Navy Department in connection with the _—— ture of rope for 
use by the Navy. It is needless for me to say that once these men 
are scattered it would be difficult to bring them toge the Tr again. 

The heavy rope which is made at the navy yard located at Charles- 
town is used primarily to anchor ships or to tow disabled craft. It 
seems to me it is an item of safety on which the lives of many men and 
also on some occasions the existence of our ships depend. 

The record of ropemaking at the Navy Yard in Boston is outstand- 
ing. I think the evidence has clearly shown that fact. The skill of 
117 vears of experience has gone into the making of the cable and the 
hawsers, and the Navy knows what it can do with the Charlestown 
rope. The Navy Department wants to maintain this ropewalk 
intact, and there is no question but what there is constant work for 
the employees there to do. During the 117 years of its history and 
the history of our country, it covers the War Between the States, the 
Spanish-American War, World War I, and World War II with 
Democratic and Republican administrations coming and going and 
none of them have disturbed that ropewalk. The fact that it has a 
historical background would certainly not only justify its continued 
existence but would justify people believing that with that history 
some people were going out of their way in order to break up an 
activity which has been so generally accepted and which is so firmly 
embedded not only in the minds of the people of Greater Boston but 
also in the tradition of the history of the Navy Department itself. 

| offer for the record a letter which I received from Mr. Paul T. 
Rothwell, president of the Greater Boston Chamber of Commerce, 
in which he expresses their deep concern over the threatened closing 
of the ropewalk at the Boston Navy Yard. It is a very strong letter 
in favor of its continuance and of course records its opposition to the 
discontinuance of the ropewalk. 

(The letter referred to is as follows:) 

Tue GREATER Boston CHAMBER OF COMMERCE, 
Boston, Mass., May 26, 1953 
Hon. Joun W. McCormack, 
House Office Building, Washington, D. ¢ 

DEAR CONGRESSMAN McCorMack: "The Greater Boston Chamber of Commerce 
is deeply concerned over the threatened closing of the ropewalk at the Boston 
Naval Shipyard. After an examination of what appear to be the facts we feel 
that the discontinuance of this operation, and the relegation of the walk’s produc- 


tion to private industry, would be uneconomical. The chamber is, of course, in 
full supprt of the Government’s economy program but it would appear that the 
proposed elo: i g would be a step away from, rather than in the direction of, the 
program Ss g¢ 

We further f e] that the workers now employed at the walk, because of the high 
specialized skills in which they have been trained, would be difficult to place in 
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other employment near their present earning capacity which could well mean an 
added burden to the Massachusetts ur employment compensation fund 

\ third consideration is the special service which the ropewalk now renders to 
the Navy The research arm of the ropewalk, which because of its close link with 
and understanding of Navy operations, must conceivably perform a service that 
would be difficult for private industry to replace 

May I ask for your support of this position if you concur. 

Very truly yours, 





PauL T. RoruweE tu, President 


Mr. McCormack. I do not think it is necessary for me to call 
attention of the chairman and the members of this committee that the 
greater Boston Chamber of Commerce is possibly not an extreme 
thinking organization but from my knowledge of them and the 
respect [ have for the organizaton and its members and the many 
times I have been constrained to disagree with them, and in disagree- 
ment to respect their views, the Greater Boston Chamber of Com- 
merce is an organization consisting of businessmen whose views I 
respect but which I could really classify as conservative. This is a 
splendid organization which I admire so much and with which I so 
frequently disagree on public questions. I am glad to find that on 
this particular question I am in agreement with them or better still 
that they are in agreement with me. It made me feel very good to 
receive a letter from the president of the Boston Chamber of Commerce 
noting that their views are in harmony with mine and it is with pleas- 
ure that I have asked that it be inserted as a part of the record 

Mrs. Harpen. Thank you, Mr. McCormack, for your very interest- 
ing statement. 

Mr. McCormack. Thank you very much, Madam Chairman 
Mrs. HAarpen. I realize your keen interest in this very important 
subject and we thank you for taking the time from your busy schedule 
and come over and give us the benefit of your views 

Mr. McCormack. Thank you so much. 

Mrs. Harpren. We are happy to have with us this morning M1 


Richard Downs. representy Yr our disting lished colleague from 
California, Congressman John F. Shelley. I might add that Congress- 
man Shelley was formerly on our subcommittee and did yeoman 


service. We are sorry Congressman Shelley cannot be here but we 
are pleased to have his statement 

We are aware of the number of Government-owned commercial 
activities in the San Francisco Bay area and of the Congressman’ 
inte rest m this subject. We are also aware of the fact that Cor oTess- 
man Shelley initially raised the question as to the need for the Federal 
Government being in the coffee-roasting business, and I believe tha 
that was the start of the investigation by the Bonner subcommittee 
which we are continuing at this time 

Will you please proceed with your statement, Mr. Downs? 


STATEMENT OF RICHARD DOWNS, REPRESENTING JOHN F. SHEL- 
LLY, A REPRESENTATIVE IN CONGRESS FROM THE STATE OF 
CALIFORNIA 


Mr. Downs. Thank you, Madam Chairman. Congressman Shelley 
has asked me to express his personal regret to the subcommittee that 
he was unable to return to Washington in time for the hearing this 
morning and he has asked me to read his statement which I will pro- 
ceed to do. 
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Madam Chairman and members of the subcommittee, thank you 
for this opportunity to appear before you and discuss the serious prob- 
lems involved in the Government’s activities in the industrial and 
commercial type operations field. Before presenting My Own views 
on the matter I want to congratulate the subcommittee on the diligence 
with which it is going into the present investigation of these activities. 
You are doing a fine job in continuing the subcommittee’s work of 
previous years—a job which, I am sure, will lay the groundwork for 
further effective action by the Congress to limit Government opera- 
tions which compete with and stifle private enterprise. 

This has been a subject of great concern to me for a long time. 
Through the past several years | have observed and received mount- 
ing evidence that the Government is expanding more and more into 
the legitimate commercial fields and putting taxpaying enterprises 
out of business. I have become increasingly afraid that if these activi- 
ties, particularly by the military, are not stopped they will lay the 
foundation for a type of government or military socialism. 

Although as a former member of this subcommittee I am and have 
been concerned with destructive Government competition with private 
industry throughout the country, I know that your present hearings 
are uncovering a great weight of testimony on the general problem 
and I, therefore, want to concentrate at this time on activities which 
have affected my own area in and around San Francisco. As a pre- 
liminary to my further remarks I will introduce into the subcom- 
mittee’s record at this point, if I may, a letter which I have recently 
received from the general manager of the San Francisco Chamber of 
Commerce, Mr. G. L. Fox. The letter, dated June 9, 1953, summa- 
rizes concisely the major military operations in the private enterprise 
field which have had harmful effect on industries in San Francisco 
and the bay region. 

SAN FRANCISCO CHAMRER OF COMMERCE, 
June 9, 1968. 
The Honorable Joun F. SHELLEY, 
House Office Building, Washington, D. C. 

My Dear Jack: Thank you for your letter of May 27, with reference to the 
hearings to be conducted by the Inter-Governmental Relations Subcommittee of 
the House Committee on Government Operations with reference to military com- 
petition with private industry. Although it will not be feasible for us to be 
represented by a witness before the subcommittee, the subject is one about which 
we are greatly concerned because of complaints made to this organization by 
citizens and taxpayers. They also undoubtedly express their views to you. 
However, on the chance that they do not, I am giving you this summary. 

We are better prepared to invite the committee’s attention to certain operations 
than we are to present evidence in opposition to them. Rather than addressing 
the committee directly, our request to the committee is being made through you 
in order that you may determine the means which you feel to be the most advisable 
to get it before Mrs. Harden or the subcommittee. 

Furthermore, it is understood that the cases which I am about to cite have 
been brought to the attention of the Navy and the Air Force and they may have 
had all the consideration which is necessary without further findings by the 
subcommittee which is now conducting hearings 

Operations which are the subjects of complaints are as follows: 

(1) Ship. repair, conversion, and construction. The maintenance and opera- 
tion of private shipyards are essential for the defense of the Nation. The San 
Francisco Bay region is a logical location for such facilities. Although substantial 
ship repair, conversion and construction are being conducted by the Navy Depart- 
ment at the moment, employment in private yards in this area has almost 
disappeared 
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While we do not have all the facts at our command as to the Government’s 


operations, the subcommittee cou!d readily determine the amount of work being 
conducted and the percentage going to private yards and public yards. In turn, 
trends also could be determined. Recently, specific complaints have been made 
because the Navy, in connection with its operation of the Military Sea Trans 
portation Service, is taking over certain ship-repair facilities at Fort Mason 
formerly operated by the Army. The contention is made that private yards 
could handle the work. 

2) Towing and salvage. The San Francisco Bay region has many maritime 
facilities, including, partici mere towing and salvage equipment. We are told it 
would be more economical for the Government to contract for towing and salvage 


work by private enterprisers rather than to seek to maintain and operate its own 
equipment 

(3) Coffee roasting: Coffee-roasting facilities are operated by the Navy at the 
Oakland Naval Supply Station. We are told that the Navy has a similar oper- 
ation at Brooklyn. While it is recognized that the Navy has made heavy capital 
outlays for its facilities, it is claimed that the operation should be gradually tapered 
off, inasmuch as there is no apparent reason for the Navy to be engaged in this 
operation in competition with private firms 

(4) Paint manufacturing: The Navy is frequently criticized in this region 
because it manufactures paint at the Mare Island Naval Shipyard. It is under- 
stood that similar operations are conducted at other yards. Other than for 
specialized purposes, the taxpayer just doesn’t understand why the Navy should 
be engaged in the manufacture of paints in competition with private business. 

(5) Rope manufacturing: While cases have been brought to our attention in 
this regard referring to the manufacture of rope outside of the bay region at the 
Boston Navy Yard, the operations do compete with an important local rope 
business. Aside from other considerations related to our American enterprise 
system, the continued operation of this private plant is essential for defense pur- 
poses and it is to be hoped that this situation will have the continued attention 
of the subcommittee. 

(6) Metal smelting: The proposal of the Air Force to establish scrap-metal 
smelting facilities at McClellan Field near Sacramento is a direct threat to private 
operators and the attention which this subject has had is deeply appreciated. 
However, we have had evidence of the Air Force’s determination to proceed and 
are hopeful that the committee will develop all the facts and be governed 
accordingly 

Your constant helpfulness is deeply appreciated 

Sincerely yours, 
G. L I Ox, Genera! Manager 

On reading Mr. Fox’s letter you will note that he lists ship con- 
struction and repair, marine towing, and salvage, coffee roasting, 
paint manufacturing, rope manufacturing, and metal smelting as 
fields in which the military have encroached on operations which 
could and should be reserved, either in whole or in major part, for 
private companies equipped to do the job required. 1 do not intend 
to go into these operations in detail in the time available to me. | 
know that the subcommittee has alre ady received testimony or state- 
ments on paint manufacturing, rope manufacturing, and aluminum 
scrap smelting during these hearings. With me this morning is an 
outstanding representative of the west coast tugboat industry who 
will discuss with you the damage military activities in towing, salvage, 
and related fields have done to private operators while costing the 
taxpayers excessive sums of money. From my own part in the hear- 
ings held in San Francisco last year I also know that an impressive 
record has already been built up on the coffee-roasting problem. 

To evaluate the Government’s position on these operations prop- 
erly, it is, of course, necessary to get factual information from the 
agencies concerned as to the basis for their engaging in the several 
operations. I can well appreciate the task the subcommittee faces 
in getting dependable facts with respect to these multiple activities of 
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the Government. Let me illustrate. On April 30, 1951, I had the 
honor to be with this subcommittee, then known as the Bonner sub- 
committee, at hearings in Brooklyn. At that time I asked this 
question of Navy representatives: 


[ am still trying to get in mind the answer to a question that has disturbed me for 


some time I’m going to throw it right out here: Why does the Navy have to 

ave its ow! coffee? Why do you have to run two coffee roasting and processing 
pli with the great number of commercial coffee roasters and manufacturers 
th at we have in this country; particularly when these plants are in the same 


general locality where your naval plants are located here and back in my own 
community in the Sam Francisco Bay area 

Admiral Fox replied: “It is one of nigger el I then questioned 
the basis for this conclusion and asked, “Can we have a cost study 
made of it?’ After further discussion the sae said, “I would be 
very glad to get you the complete coffee score.” 

You will note from these hearings that the Oakland Supply Depot 
on May 4, 1951, was asked to make a cost study with respect to the 
cost of manufacture of coffee. However, as near as I can tell, com- 
plete cost figures are not yet available with all direct and indirect costs 
included, which is the only basis upon which a proper comparison of 
their operation with commercial costs could be made. I want to state 
right here and now my own personal belief that elaborate cost account- 
ing systems are hardly necessary to prove that the Government 
shouldn’t be in the coffee roasting business. Common sense tells 
us that for commercial type items, the major users of which are the 
civilian population, and where adequate production facilities exist 
commercially, there is no excuse for the Navy or any other Govern- 
ment agency to set up competing plants. That goes not only for 
coffee roasting where the Government uses only 5 percent of the total 
national output, but for paint, rope and all similar items. 

I want to illustrate further the difficulties in trying to deal with the 
military services on a factual basis. For example, on December 4, 
1952, the then Secretary of the Navy, Dan Kimball, made this state- 
ment testifying before the subcommittee here in Washington: 


Something over 3 vears ago I took a number of the items that we manufactured, 


such as coffee, and wanting to find out if we were making any money by doing 
that ourselves, I got some figures together putting comparable overhead against 
t find out whether in fact it was worth the effort to roast coffee rather than 
to buy it from commercial enterprises Where we found out that we were better 
off to buy from commercial enterprises we quit our own processing. In other 
piaces where we f yund out there were some savings, we kept on. 


You will note that the Secretary said, and I quote again, 
where we found out that we were better off to buy from commercial enterprises 
we quit our Own processing 

On December 12, 1952, Mr. Bonner, then chairman of the subcom- 
mittee, recalled this test imon} in a letter to the Secretary and stated: 


I would like for you to supply for the record a list of the commercial enterprises 
which were reviewed by you 3 years ago, or at the perio i ou indicated, and a brief 
résumé of the findings as to comparative costs and a list of the commercial- type 
enterprises that you quit because of the cost comparison. 


On January 5, 1953, the Secretary responded to the chairman’s 
letter of December 4 and listed seven types of operations which had 
been studied by the Navy. All of them eaeict one had been put 
under study after this subcommittee had begun its work. None of 
them had been discontinued, contrary to the previous report, although 
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] understand that since that time the clothing depot at Brooklyn, One 

of the lbems listed, has been discontinued, Four of the studies had 

not been completed at the time of the Secretary’s letter of January 5. 
However, of particular interest to me is the statement in the 





regarding “stevedoring and harbor equipment’’, an industry of great 
importance mM San francisco The report, printed on page 357 of the 
December 1952, hearings, stat that the Navy’s tudy took place 
between August and November 1950 and that ‘‘evaluation mdi ed 


1 1 ‘ = pap 
for the quarter studied, a net saving to the Government of $81,722.70 


rT’ 4 , 
Their summary ol comparative costs Is con idered a a restricted 
loc eh Pts er . ee I cal t minte fr . 3 H 

qaocument ior some reason or ove oO cannot quote trom | OW 


l { 1 ; ‘ . 4 L4 
ever, on the basis of al past expe rience and Drevious attempts to obtain 


accurace COst LZul Irom the Navy, and on the Dasis O01 MY OWN INO! 
. ¢ ~ iy . ‘ rx ty , ‘ . 
mation from the industry in San | rancisco, I feel very strongiy that 


the reliability of the claimed savings should be scrutinzed closely by 


trained accountants familiar with the industry before they are a 
cepted as refl cting an accurate comparison ol Navy Versus DIrivate 
industry costs. lam sure that Mr. Crowley, who is here from San 
Franc co this morning to te tify on tug and alvace operation DY LD 


Army and Navy will be able to substantiate that view. 

Madam Chairman, just yesterday I received from the Laundry and 
Linen Supply Board of Trade of San Francisco a letter indicating that 
Government-operated laundries on Treasure Island and Aleatraz 
] land in San Franci CO Bay are operating in d rect ce mp tition with 








privately operated laundries in the a ‘a, even to the extent of bidding 
against the civilian laundries for military laundering contracts. [ now 
submit the letter just referred to for inclusion in the record of thes¢ 
heat I 
LAUNDRY A LINEN S LY 
B F 1 RAI SAN J ANCIS( 
HH J F. SHELLEY 
/ 4 é I Dist t ‘ } ’ 0 
H ( hk ¢ ut v ngton, D. ¢ 
Dra Tac I have bee advise ha e Inte vernmental Relations ¢ : 
( ( er ent Onperatio ( e Hou Subcommittee on ( ve 

{ W * ite | erpris¢ oldit hea Washing D. ¢ 

| if J t A t efore | y+ ] ild « “ 4 = 

‘ i h our industry ms Francis iS we is in Calif wi 
greatly appreciate ould pre to the said Y er 

Im Ay ea Purcha g and ( veti QO e for the 3275th M 
t Cra r Wing, Par Air Fe Base, ( f., issued a itation to bid for 
procu ent of lau ry s¢ 1c TI job I understand, called for laundry rv 
rossing five to seven thousand dollars per wee Che United La irvS es 
( ing of a joint venture of seve the large power laundries in San Francisco 
bid on tl job \o a number of laundries in Oakland, Sacramento, and 
Stockton also bid on tl I have been definitely advised that the Governme 
operated laundry at Treasure Island bid on this job and was the second-low bidde 
Here we have a case of a Government operation in direct ¢ mmpetition with civilian 
industry It is absolutely unfair for the Government to bid on a job against a 
civilian operation since the Government operation pays no taxes, has no private 
capital investment, ete 

T) oS oes sian ti ideritand ’ vatear tae 
the operation of this 3 to the Island and 
pum from e ba s laundry does work, | 
understat for Fort | { other Air Force 
establishment re I am also f 
reliably advised, is ft vet this laundrv is per- 
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The la ry industry has suffered considerably from private competition such 
as the small laundrettes, home washing machines and ironers, etc This competi- 
tion the ir strv faces realistica however, the laundrv industry deeplv resents 
the competition from operations o1 Crovernment property supported bv Govern- 
ment mone Such competit ltimately, if permitted to expand (and it has 
expanced vastly during the past fe years) will destr many of our large 
laundrie , 

fhe industry in San Francisco would greatly appreciate vour active interest in 
DY ese matters before the said committee of the House at its meeting on 
June lf 

W est personal wishes, and assuring you of my continued interest in your 
pe Aas ell as i! ( are im, 

Yo rs sincerely 


M. J. Dooury. 


Further, I have received from the American Marine Paint Co. of 
San Francisco a letter dated June 9 protesting the Navy’s operation 
of paint manufacturing facilities at Mare Island and Norfolk. Along 
with their letter to me the company sent a copy of a letter of protest 
to the subeommittee, dated May 27, 1953. I respectfully ask that 
both of these letters be made a matter of record 


AMERICAN MARINE Patnt Co., 
June J, 1988. 
Hon. Joun F. SHELLEY, 
House of Representatives Washington, D. C 
Dear CONGRESSMAN SHELLEY: Owing to your interest in Bay area industry, we 
are attaching a copy of our letter to the members of the House Subcommittee on 
Gover! ent Operations 
The subcommittee chairn 
heard on Friday, June 1 
tary of the Navy Instruction 10360.1 dated May 28, 1953, indicates the 
partially curtail manufacture of paint at Mare Island and Norfolk. 
the only way to get the Government out of business is to have them 


anutacture of ali paint 


an has informed us that the paint industry will be 








Your assistance will be greatly appreciated 


J. PaRKER, President. 


AMERICAN MARINE Paint Co., 
May 27, 1942, 
Hi Crcit N. HARDEN, 


Oy in, Subcommittee on Interqovernmental Relations 


Dear CONGRESSWOMAN H <: This letter will amplify our telegram of 
Mav 21 We hope it may be of some benefit by listing the various shipbottom 
paints now manufactured by the Navy and which we believe should be supplied 
by pi lustr 

We have followed with interest and approval the efforts made by our industry 
toward having all Government paint requirements supplied by private manu- 
facturers. We know of no industry more competitive nor which has more pro- 
ductive capacity, obviating the need for supplemental production by the Govern- 


ment With reference to naval requirements specifically, we note that considera- 





tio! eing given for na factories to withdraw from all manufacturing 
‘ ept re rets nt and shipt ttom coatings, including the hot plastics Private 
industry produces large quantities of fire retardant paints and can produce all the 


shipbottom paints an i hot plastics required 


Shipbottom coatings fall into several categories. Such formulae as 16X, 105, 
119, 120 and 121 are nonrestricted formulae which manufacturers already produce. 
A few coatings such as MIL—P-15125 are available only through manufacturers 
whose products are on a qualified products list. To our best knowledge our firm 
is the only commercial source of BuShips formulae 14, 14D, 143, 145, 146, l5HP, 
89 and 90. We would be willing to sublicense other manufacturers to assure 







competitive prices and adequate volume. 
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The cold plastics series, 14, 14D, 143, 145 and 146 could be produced by any 
approved manufacturer possessing a varnish fire and a roller or pebble mill. 
Formulae 15HP, 89 and 90 do require some additional, but not unique, equipment. 

We have installed hot plastic equipment capable of producing 2 million pounds 
per year, based on a regular 40-hour week. We cannot accurately state the re- 
quirements of the Navy Department. We would be willing to increase our 
productive capacity for these coatings and we would also license other manu- 
facturers to assure ample supply and competition. 

We believe the manufacture of the above coatings should be decentralized; 
that is, manufactured in various parts of the Nation. It is not our place to define 
vital defense areas, but it would appear that the two naval paint factories are in 
important target areas and production could be intertupted, if not eliminated, in 
the event of hostilities. 


In closing this letter, we would state that our investment in manufacturing 
rights, technical knowledge and facilities for the above-mentioned materials 
places the naval paint factories in direct competition with our company al d other 
manufacturers. We believe that with minor installations private manufacturers 
can produce shipbottom and hot plastic coatings as efficiently as Government 
factories, both in quality and quantity. The Navy Department maintains an 
excellent force in the Inspection of Naval Material Office, and this Office assures 
lelivery of materials of the highest standards. Manufacturers desiring to make 
these coatings could be in production in 2 to 8 weeks 

We ask that your committee act in favor of private industry and recommend 
complete withdrawal of paint manufacturing by Government factories We 
would be most willing to participate in further discussion on this general subject. 

Very truly yours, 
J. PARKER, President. 

Madam Chairman and members of the subcommittee, thank you 
again for permitting me to appear this morning. I would now like 
to introduce to you Mr. Thomas J. Crowley of San Francisco, a 
representative of the tugboat and allied industries on the west coast. 

Mrs. Harpen. Thank you, Mr. Downs, for so ably representing 
Congressman Shelley. 

We are pleased to have with us Mr. Thomas J. Crowley who has 
accompanied Mr. Downs and who is in the tugboat business on the 
Pacific coast. 

Mr. Crowley, will you please take the oath? 

You solemnly swear or affirm that the testimony which you will 
give in this hearing will be the truth, the whole truth and nothing 
but the truth, so help you God? 

Mr. Crow.ey. I do. 

Mrs. HarpeN. You may proceed. 


STATEMENT OF THOMAS J. CROWLEY, REPRESENTING THE 
TUGBOAT AND ALLIED INDUSTRIES ON THE WEST COAST 


Mr. Crow.tey. Madam Chairman and members of the committee, 
my name is Thomas J. Crowley. I am engaged in the tugboat and 
marine transportation business on the Pacific coast and in Alaska. 
[ am representing the Red Stack Tugboat Co. of San Francisco, the 
Puget Sound Tug & Barge Co. of Seattle, the San Pedro Tugboat 
Co. of Los Angeles, the Smith Rice Derrick Barge Co. of San Fran- 
cisco and Los Angeles, the Haviside Co. of San Francisco, the San 
Francisco Tugboat Operators Association, and various other corpora- 
tions 

[ have a prepared statement here which I would like to read and of 
which I have furnished copies to the committee. 

Mrs. HarpeN. Pardon me just a moment, Mr. Crowley. Some 
of the other members have other commitments and the House has 
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legislation under consideration today and I am wondering 





Wd highlight vour statement for us. 
"ROWLEY Surely [ have in my statement an introduction 
phs which I would like to read and then | have specific 
13 specific examples—of direct competition and I will 
highlight 1 examples, but first I would like to read these first 

ea ml etp 

On the Pacific coast we in the tugboat business have seen the Army 
and Navy take over more and more work of commercial enterprise 
ince the end of World War II Prior to World War II, in San 
Francisco Bay the Army maintained only 1 tug at Fort Mason and 
the Navy 4 or 5 tues at Mare Island Navy Yard, 30 miles up the Bay 
Commercial tugs, derrick barges, and common carrier freight lines 


ere performing practically all the harbor services for the Army and 





the Navy As World War II progressed these Government agencies 
acquired harbor craft through construction and requisition and pro- 
d to perform more and more of their own work. Finally at the 
end Of th var there was a flood of harbor equipment that was being 
iced by shipyards and of this equipment some was laid up, some 
rest operated The Armed Forces then took the attitude 
it since they had the equipment they might as well operate it 

| Si didn’t cost the invthing 


There are two types of Government competition with private 


enterprise The first is direct competition by Government-operated 
equipment with established commercial enterprise in the conduct of 
their regular business with commercial customers. ‘This first type of 
competition is practiced on the west coast by the Armed Forces but 
IS not as | valent as the second type of competition which is per- 


formed by the Government agencies for service to themselves or other 


branches of the Government supplanting operations that formerly 
ere conducte comm reial enterprise or should be conducted by 
pl te industry paying taxes 


the marine harbor transportation business have continually 
protested the activities of the Army and Navy in competition with 
private enterprise since the end of World War II. On February 25, 
1946, Secretary of the Navy Forrestal established a Navy policy of 
“using commercial enterprise at commercial terminals and facilities”’ 
und of using Navy equipment “within and between naval activities.” 
This half horse, half rabbit policy is unfair because the vast majority 
of Navy work is obviously in connection with naval activities. The 
Army, on the other hand, has laid out a policy to “maintain harbor 
craft adequate to perform all normal peacetime operations’’, which in 
effect states that commercial enterprise will not be used at all except 
in extreme emergencies such as war 

As a result of these policies the Korean outbreak found the Armed 
Forces making very heavy demands on commercial enterprise for the 
first time in vears until they could increase their own harbor-craft 
operations. They then performed their own operations at tremen- 
dously increased costs without so much as a thank you to the com- 
mercial operators or any further business. They seem to have very 
short memories when it comes to the help they receive from com- 
mercial operation in extreme emergencies like Pearl Harbor and the 
shipment of tanks to Kores Unless commercial enterprise is sup- 
ported it will not be there in future times of emergency to help out. 
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Now I have listed 13 specific examples which I will mention briefly 


of competition on the Pacific coast with commercial enterprise 

Specific examples of Government competition with commercial 
enterprise are as follows: 

1. The Pioneer Line, a commerical common carrier barge trans- 
portation line, carried all Government and commercial freight to and 
from Mare Island Navy Yard under contract with the Navy for 
many years prior to World War II and performed the majority of 
this work during World War II. After the end of the war the Navy 
gradually put more of their own floating equipment into this service 
and gave less and less freight to the Pioneer Line, so that finally in 
August 1947 the freight was tapered off from approximately 5,000 
tons per month to 400 tons per month. Admiral Royar, the then 
supply officer of Naval Supply Center, advised the Pioneer Line that 
Government tugs and barges were available and therefore should be 
used. 
The Naval Supply Center in Oakland now conducts a freight barge 
service between Naval Supply Center, Mare Island Navy Yard, and 
Stockton Annex 3 times a week with a large oceangoing ‘‘ATA’’ 
type tug with a civil service crew towing 5 steel barges at 


tremendous 
cost to the Government and in a thoroughly uneconomical and inefl 


cient manner. This service has practically put the common carrier 


Pioneer Line out of business to Mare Island. and the common carriers 
Nickols Transportation Co. and River Lines to Stockton. 
2. The Army and Navy operate tugs in the San Francisco Bay 


area docking ships at various docks and Government installation : I] 


around the bay area. ‘They give occasional jobs to commercial enter- 


T 
} 


2 tugs to dock a Liberty ship over our 


vt aaa 


protests when only | tug is required under standard commercial prac- 
tice. This is done at twice the cost to the Government simply because 


the Army and Navy use two of their own tugs when they dock a 
ship because of the inefficient manner in which they are operated. 
Commercial tugs should handle this business because they are avail- 
able and are more economical and efficient. 

3. In the Port of Seattle the Army operates seven large tugs and 
various small tugs with civil service crews at a cost of $5,500 per 
day as of last summer These tugs perform services to commer al 


as well as (sovernment installations and a 


ey } 
a Oo not follow the same policy 


as San Francisco The Navy also operates a fleet of tugs n that port 
and commercial tugs get very little work ther 

1. The Navy operates a salvage tug with a 43-man e1 ilian salvage 
crew constantly on standby through the ageney of Merritt-Chapman 
& Scott Corp on a cost-plus-a fixed-fee basis out of San Pedro, Calif 
performing anv and all kinds of salvage work for commercial, domes 


ip lines as well as anv services for Government 


and foreign steams 
vessels This salvage tug 1s operating 1m direct con petition W th 
commercial enterprise for commercial work as well as Government 
work at an average vearly expe nditure of $224.000 trom 1948 to 1952 
A larger tug with greater operating cost has now been activated at a 
cost of over $300,000 for reactivation alone. The American steamship 
Fairhope went ashore on San Benito Island, Mexico, on February 27, 
1953 The Navy salvage tug Vika 7 was hired by the Waterman 


Steamship Co. to go to the wreck and attempt the salvage. The 
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Viking laid out beach gear which promptly carried away and got into 
considerable trouble herself, and finally the Waterman Steamship Co. 
called on commercial salvors who went down to the wreck with a tug 
and salvage barge and pull d her off in 48 hours and took the ship and 
the saly age tug back to san Pedro. The Navy salvage { ug also on April 
18, 1953, was hired by underwriters to proceed to the British steamer 
Venestheus, afire off the coast of Mexico, and tow her to San Pedro 
instead of using commercial tugs. Public Law 513, 80th Congress, 
which authorizes this service should be repealed as it has admittedly 
cost the Navy Department a great deal of money and this service 
does not perform efficiently or e¢ onomically and is in direct competi- 
tion with private enterpriss 

5. On March 17, 1953, the Army tug L7-57 manned by a civil- 
service crew under the direction of the Army Transportation Corps, 
was ordered to tow an experimental BARC (barge, amphibious, 
resupply, cargo) from Monterey Bay to San Francisco. The 125- 
foot, 1,200-horsepower oceangoing tug attached a 2-inch steel hawser 
weighing 7 pounds to the foot to the small 61-foot Bare and slacked 
out 1,200 feet of this wire and went ahead. The Barc was negligently 
towed under the waves and sank, drowning three men, and it was 
several hours before the men on the tug realized that their tow had 
sunk and they were not going anywhere with it. The Army should 
not be engaged n towing operations of this nature because they 
know nothing about them and should hire commercial enterprise to 
periorm the se jobs when require d 

6. After the Bare was sunk the Army requested the Navy to 
attempt to salvage the Parc in 216 feet of water off Point Ano Nuevo. 
The Navy Salvage Section and divers from Hunter’s Point Naval 
Shipyard worked for over 2 months attempting salvage, and Navy 
salvors including the aforementioned cost plus salvage, Gear, finally 
rave up the job as impossible The Army then advertised for bids 
for commercial salvors on a ‘“‘no-cure, no-pay”’ basis and received 
no bids, but were told by the West Coast Salvage Co., a commercial! 
concern, that it appeared to them that salvage was possible and a 
survey could be made and a contract could then be entered into for 
salvage of the vessel. After the commercial concern was employed 
they were able to attach slings to the Bare with the aid of commercial 
divers in 2 days, and after 4 days on June 6 had pulled the Bare into 
0 feet of water in a protected cove. The Bare was proudly brought 
nto San Francisco Bay by commercial salvors on June 10 and de- 
livered to the Oakland Army Base in 8 working days. This salvage 
work should be performed by commercial enterprise as neither the 
\rmy nor Navy have shown themselves to be competent enough to 
engage in it, and, further, this is specialized work that properly 
belongs to commercial ente! prise 

7. Prior to World War II, commercial floating derrick barges in San 
Francisco Bay took care of all the heavy-lift work in this port except 
for a couple of Navy floating derrick barges at Mare Island Naval 
Shipyard, approximately 30 miles up the bay. At the outbreak of 
World War II thousands of tons of heavy lifts were made by these 
commercial derrick barges and no ship was delayed in the port of San 
Francisco waiting for heavy-lift service. During World War II the 
Army and Navy constructed a lot of floating derrick barges and after 
the cessation of hostilities procee ded to eliminate the use of commercial 
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derrick barges and utilized the Government-owned derrick barges 
operated by civil-service crews almost exclusively. At the outbreak of 
the Korean war, commercial derrick barges were again called in to 
take care of the emergency and loaded emergency heavy-lift cargoes on 
board vessels far more rapidly and efficiently than the then operating 
Government-owned derrick barges. After the first 6 or 8 weeks of the 
emergency the Armed Forces were able to activate an additional 
number of derrick barges at great cost and dispensed with the services 
of the commercial barges. It was very interesting to note that the 
commercial derrick barges in the early emergency of the Korean 
episode were able to load cargo 3 to 4 times faster than the Govern- 
ment derrick barges. At the present time commercial derrick barges 
are not used at all by the Armed Forces and they operate all their own 
derrick barges on heavy-lift work which should be performed by 
commercial enterprise. 

8. The Government tug A7'A-—242 with a civil-service crew sailed 
from Kodiak Island, Alaska, on November 22, 1952 with a barge 
YF'N-1169 loaded with only 168 short tons of scrap iron bound for 
Naval Supply Center, Oakland, Calif. This is a 4,400-mile round 
trip via the inside passage which is the practical route during the winter 
months. The tug broke down and an alternate tug ATA-243 
finally arrived at San Francisco on January 15, 1953 with the barge 
and returned to Kodiak Island on February 2, 1953. The MSTS 
estimated the cost of the vovage at $43,369 in order to bring s¢ rap 
into the United States where it sold at the ceiling price of $4,368 
The MSTS estimated that the delay to a cargo vessel for bringing 
this scrap down would cost the Government approximately $50.000. 
The Coastwise Line, a commercial steamship line running from 
Alaska, has quoted a rate of $5,654 for this same job. 

In the discussions concerning this job the Military Sea Transporta 
tion Service said that the tugs would have been laying in Kodiak doing 
nothing anyway so the only additional cost to the Government would 
be $2,205. This tug would have a minimum fuel cost of approximately 
$100 a day and would be on the job at least 40 days so the MSTS 
figure is far from correct. Furthermore, if these tugs were not to 
be used all during the winter months at Kodiak it seems to me that the 
Government should have certainly laid them up and eliminated 
these tremendous costs. This is another example of wasteful Govern- 
ment expenditure in the operation of tugs unnecessarily. If there is a 
job to perform in towing service this can be performed in Alaskan 
waters by commercial towing concerns. The Puget Sound Tug & 


X 


Barge Co. operates out of Seattle, Wash., into Alaskan waters and 
while in Whittier recently observing these commercial towing opera- 
tions, I also observed a number of Army tugs employed at the Army 
installation there. 

I was told there are 5 big 1,200-horsepower oceangoing tugs sta- 
tioned by the Army at Whittier with civil-service crews and all they 
do is dock ships at Whittier and occasionally make a trip down the 
fjord to dig for clams. Also at the time I was there I was told that 1 
of the deckhands on 1 of the crews had left the employ of the Army 
and since they could not replace this deckhand under civil-service 
rules, the tug was laying there with the rest of the crew getting paid 
but could not operate. There is absolutely no requirement for 5 tugs 
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at Whittier, and in fact 1 commercial tug would have a difficult time 
finding full employment at this port 
9. In the port of San Diego, Calif., there are 6 Navy-owned and 
operated garbage removal vessels with a crew of 16 enlisted men on 
each one of them engaged in collecting garbage from ships of the fleet 
that lay in anchorage in and around San Diego Harbor. ‘This service 
hould be performed by commercial enterprise because it would be 
more economical and efficient | do not think it was the intent of the 
Congress to draft men into the Armed Forces to become garbage men 
in continental ports of the United States 
The Bay Cities Transportation Co. and its predecessor com- 
ng the Harvey & Roberts Water Co., have been deliver- 
ing fresh water by barge to vessels and islands on San Francisco Bay 
since 1863. Government vessels used to obtain their water when 
chored in the stream from commercial barges and every year the 
Navy Pur hasing Office would put this 10b out to competitive bid 
t } 


In recent vears this water business has fallen off to nothing because 
| 


the Army and Navy now both maintain water barges. The Army 
uses their water barge BG—5/ to furnish water to the Department of 
Justice Penitentiary on Alcatraz Island, and this barge makes three 
trips a week in tow of an Army tug Due to this competition by the 


Armed Forces the Bay Cities Transportation Co. on the Ist of June 
disposed of the last commercial water baree and ceased operation in 
this business on San Francisco Bay In return for the water barge 
rvice to Alcatraz Island the Army has most of the laundry for the 
presidio performed by the prisoners at the Federal penitentiary at 
Aleatraz Island where fresh water for washing must be barged in 


; re 1 ] 
Francisco bay, t Oil 





Lf » at the soutl } 1d Ol A ne 
| ('o. operates a bulk petroleum stora depot served bv 
arge from the refineries at the north end of the bay Four miles 
away from this depot is situated Moffett Field, a large Navy airport 
that consumes large quantities of aviation gas and jet fuel. Three 
Vears avo the Navy was told the could save 0.75 of a cent per callon 
in transportation of their bulk petroleum products by the use of this 
depot Under Secretary of the Navy Dan Kimball looked into this 


project with the Armed Services Petroleum Procurement Ageney 
and Oil Terminals Co. was told that the savings were too small to 
warrant the use of Alviso Depot Since that time the Navv has en- 

red various engineering firms to design a bulk storage terminal at 
Moffett Field and a barge unloading wharf at costs varving from 
$500,000 to $700,000. Commercial interests objected to the un- 
necessary waste of Government funds by dredging this channel which 
would only shoal up in a few vears, so the Navy changed their plans 
and decided to dredge G iadalupe Slouch The Navy after retting 
large appropriations for the Korean war is now going ahead with the 
project at tremendous costs to the Government unnecessarily. Com- 
mercial barges and the commercial storage depot at Alviso can be 
1 for this service at no capital cost to the Government and no 
dredging while at the same time returning a substantial saving in 
operating cost as well as putting taxes into the Public Treasury. 
This we think is another example of Government competition with 
private industry in the transportation and storage of petroleum 
products 


usec 
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The United States Coast Guard operates wea ther ships i 1 the 
Pacific and Atlantic Oceans at a cost to the taxpayers of approximately 
$800,000 per year per vessel. Under Secretary of Commerce for 
transportation, Robert B. Murray, Jr., is investigating the cost of 
operating commercial vessels and is informed that an American-flag 
vessel with an American crew can render this same service for approxi- 
mately one-half the cost. 

13. In the spring of 1951 the Navy asked commercial towing 
concerns if they could tow drydock sections in the Pacific between 
Honolulu and Guam, after they were reminded that foreign-flag tugs 
could not do so under the Jones Act. Three west coast commercial 
tugs were taken from their regular business and performed this work 
for the Navy from June 22 through December 7, 1951. 

Commercial operators found that the Navy continually had over 
25 oceangoing tugs towing all over the Pacific with Navy crews 
Commercial operators were astounded to learn that ihe Navy had a 
crew of 42 men while the commercial crew consisted of 12 men on 
tugs that were actually sister — and towing beanie in the same 
convoy. On the larger Navy tugs the crew numbered over 100 men 
The majority of this ocean tow ing should be performed by commercial 
tugs for efficiency and economy. Commercial tugs are only used 1 
case of extreme emergency and the Navy wonders why comm: al 
towers do not have equipment readily available at a moment’s notice. 

In our 8-vear fight against Government competition, cost factors 
have frequently been discussed. We have each time offered to pay 
for independent certified public accountants to determine Government 
costs versus commercial costs. We have alwavs been refused. From 
our observations as businessmen we know the Government costs 
always far exceed those of commercial operators. We also must 
remember that any commercial firm that makes a profit pays income- 
and excess-profits taxes and is subject to renegotiation and competi- 
tion in our free enterprise system. If the Government could operat 
harbor craft more economically than the commercial tugboatmen, 
then they could operate all industry more economically, and we would 
have an excellent case for socialism. We know this ts not so and com- 
mercial operation is cheaper than Government operation and we are 
willing to prove it 

The Armed Forces should be restricted to military activities 
legislation and undreamed-of economies will be effected over night 
This can be done by spot legislation such as the re peal of Pubhe 
513 and the enactment of a bill similar to H. R. 7124, 82d Congress 
an overall bill such as H. R. 4731 introduced by Representative 
Shelley amending the Merchant Marine Act of 1936 to provide that 
the Government use commercial shipping services 

In conclusion | want to impress on you that the Armed Forces are 
today spending over $100 million building another large fleet of tugs, 
barges, and derrick barges. Most of this equipment is impractical, 
terribly expensive, and duplicates the large fleets of harbor equipment 
the Armed Forces are now operating competing with private entet 
prise in the domestic ports of the United States. ‘This must be stopped 
and these wasteful expenditures eliminated. 

Mr. Crow tey. I also have here a statement by B. L. Havis 
vice president of the Haviside Co., which I won 
record, if I may. 
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Mir HarpeNn. Without objection It will be incorporated in the 
Mr. CROWLEY In that statement Mr Haviside lists the tugs, 


barges, and derrick barges, which the Navy is now constructing for 
the Army, with an expenditure of $100 million of funds in this con- 


struction, which is still going on 
(The statement referred to follows 
STATEMENT OF B. L. Havisipr, Vick PRESIDENT, HAvistpE Co., MARINE AND 
INDUSTRIAL SUPPLII San Francisco, Cauit 

connection with your current hearings covering the whole general field of 
Gover ‘ Agend jperations, in competition with private business, we wish to 
l r attention to the detrimental effect of this unfair Government competi- 
tion to the heavy lift derrick barge industry in the San Franci.co Bay area 





revious to World War II, and at the present time, the Haviside Co. and the 
Smith-Rice Co., private operators of heavy lift derrick barges in San Francisco, 


sintined and operated costly equipment manned by highly skilled and special- 


1 personnel The heavy lift derrick barge business is a highly specialized 
operation and is limited to the loading and handling cf extremely heavy and 
bulky eargoes. Both the Haviside Co. and the Smith-Rice Co. have had many 


years of experience in this business and are in excellent position, both experience- 
wise and equipmentwise, to render servicee of this nature as required by the 
armed services in the San Francisco Bay area 
During World War II the private heavy lift derrick barge companies enlarged 
their services, equipment, and personnel, to meet the increased demands of the 
Army and Navy and satisfactorily executed their operations, with never a delay 
f the vessels involved. In fact, from the actual outbreak of the war until 
late in 1943, the tremendous volume of heavy lift work required by the Army and 
Navy in the San Francisco Bay area, in connection with overseas shipping, was 
handled by private industry Late in 1943 the first of the Government-built 
heavy lift derrick barges were put into operation and by the time the war ended 
quite a few Government derrick barges had been constructed. The Army and 





| 
Navy in the San Francisco Bay area are now using this equipment, const ructed 
during the wartime emergency, in direct competition with private industry, 
instead of confining its use to those ports in which the services of private industry 
are not available 


Both the Haviside Co. and the Smith-Rice Co. have had open service contracts 
with the Army and Navy for the performance of heavy lift derrick barge services 
almost continuously from the beginning of World War II until the present time. 
Prior to World War II and until late in 1943 our companies performed all heavy 
lift derrick barge services required by the Army and Navy as they had no equip- 
ment of their ow! However, with the exception of a few months subsequent to 
the outbreak of hostilities in Korea, the Army has used our equipment only to a 
minor degree since 1945. The Navy, on the other hand, has, for all practical 
purposes, not utilized our equipment at all since its return to peacetime activity. 
The Government claims that any work other than work at their bases is given to 
commercial operators This is not always the case, although we cannot give 
date 5s oF these exce ptions 

During the emergency created by the Korean situation in the latter part of 
1950, the Army, following its usual practice, alerted us and called upon our 
services only until they could get more of their equipment into service. Haviside 
Co. derrick barges were utilized by the Army only partially in the months of July, 
August, and September, 1950, although we were alerted and on a 24-hour call 
from late June 1950 until after December 31, 1950. Our experience during the 
period proved to be very unsatisfactory as the lack of planning and coordination 
on the part of the Army made it necessary for us, at our own expense, to keep our 
equipment in readiness and hire extra personnel for a period greatly in excess of 


the time our equipment was actually used. Whenever an emergency arises and 
the Government workload exceeds the capacity of their equipment, they always 
call on the commercial operators, but they expect us to exist on thin air in the 
interi 

We, the private commercial operators, are familiar with the arguments advanced 
by the armed services for the continuation of their present policy; they feel that a 
certain econon Is Deng effected bv this policv. We are convil ced, however, 


that it our KnoW-nhow a 1 expe! nee WW ¢ can operat« derrick barges more 
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In addition to the first program of $1,500 million the record of the American 


Bureau of Shipping shows the following new vessels also under contract 
65-foot harbor tugs: 
23 more, Fellows & Stewart 
28 more, Smith Basin & Drydock Co. 
100-foot harbor tugs 
7 more, Higgins, Inc. 
2, John E. Matton & Son 
13 more, National Steel & Shipbuilding Corp 
100-ton capacity derrick barges: 2, Kyle & Co. 
60-ton capacity derrick barges: 10, Guntert & Zimmerman, 

These additional contracts let in the last few weeks for a series of derrick barges 
to Kyle & Co., Stockton, Calif., Guntert & Zimmerman, Stockton, Calif., indicate 
that H. R. 6140 has probably passed and the Army and Navy have more money to 
throw away in port equipment. 

Mr. Crowuey. We in the commercial business just asked for the 
issuance of the necessary certificates to build some barges, and we 
were told there is no need for them, but still the Navy is continuing 
to spend this $100 million on this construction program, and they 
will not give the necessary certificates to commercial enterprise 
that will not cost the Government 10 cents to get the additional 
floating equipment that will be available for the Army and the Navy 
and the Air Force. 

If there are any questions you would like to ask, I will be glad to 
answer them. 

Mrs. Harpen. Then you feel that the $100 million expansion 
program is unjustified? 

Mr. Crow tey. It is absolutely unnecessary. They have such a 
large fleet of tugs and barges in the United States, throughout the 
United States, competing with private enterprise, in domestic harbors, 
that if the V took the entire fleet, they would be able to save the 
expenditures of this $100 million which they are now incurring; in 
fact, there would be no need for the barge S whic h the Vy are Now building 
with the $100 million. 

Mrs. Harpen. Then it is your belief, is it not, that private industry 
could render this dock-boat service tor the Army and the Navy at 
about half of the cost? 

Mr. Crow ey. Practically all of it at the domestic ports. The 
only excuse for the need of the Army and the Navy tugboat service 
is where they have an isolated point, where there is no commercial 
service available, such as Port Hueneme, or at Adak Island, or some- 
where there where they are completely out of touch with commercial 
enterprise. But I can see no reason, particularly in the interest of 
efficiency and economy, for the Army or the Navy to operate tugs in 
competition with commercial enterprise in domestic ports of the 
United States, where there is other commercial service 
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Mrs. Harpen. Mr. Crowley, what corrective suggestions do you 
have for improving the current situation? 

Mr. Crow ey. There are two ways to do it, in my opinion: One is 
through legislation, as I suggested, and through cooperation and a 
sincere attempt on the part of the Government agencies to economize 
and not to perform unnecessary operations. But from my past 
experience with this problem, I do not think you will get very far. Ido 
not think you can get the armed services to discontinue any operation 
unless they are forced to do so. 

Mrs. Harpren. Mr. Osmers. 

Mr. Osmers. Because of the number of other witnesses, Madam 
Chairman, I do not think I want to ask any questions of Mr. Crowley. 
If we learn anything, Madam Chairman, from testimony such as Mr. 
Crowley's, we are learning that the commercial type activities of the 
Federal Government are wide and varied, that it will be next to 
impossible for the Congress to write into a statute provision which 
will prohibit the Federal Government’s competitive activities. 

I wish to go back to the thought I had earlier in the hearings and 
that is, that somewhere in the executive branch of the Government we 
must establish, possibly by legislation and under the direction of the 
President, some group, some authority, certainly not a new board or a 
new Government department, but some place where business organi- 
zations, who are meeting with unfair Government competition, can 
come and plead their case. This should be on a continuing, 365-day 
year basis. Those having problems should have a place to come within 
the executive branch of the Government, established with some 
authority and ready to deal with the matter. 

Mr. Crowley, I think, has made one of the best statements so far, 
primarily because he came here with solid examples of the type of 
competition private industry is getting from the Armed Forces. 

Mrs. Harpen. Mr. Brooks. 

Mr. Brooks. I would like to comment that I think it would be 
helpful, Mr. Crowley, if you would also furnish us with a list of the 
new tugs now under construction by the Army and the Navy. Would 
it be possible, for example, to furnish us with a list of tugs? I presume 
that would be primarily by the Army and the Navy, and if you can 
only give us an estimate, that would be a basis on which we could 
request further information from the Navy and from the Army. 

Then we could have the composite figures of the numbers of different 
types of tugs available to the Army and the Navy, the number they 
are building; and also the number that private industry feels that it 
can make available for military operation at a given time, and by a 
comparison with those figures, it would perhaps be more obvious to 
the Secretary of Defense, Mr. Wilson, whether he could curtail some 
of this possibly unnecessary expenditure. 

Mr. Crow ey. I have tried for 8 years to get a list from the Army 
and the Navy of the tugs, barges, and derrick barges, which they have, 
and have been unable to do so. And I am firmly confident that 
nobody in the Army or the Navy knows how many tugs and barges 
they do have available. 

We were able to get a list of the equipment available to the 12th 
Naval District, which is our own local district, only because we were 
able to get if from somebody from the lower echelons, who got the 
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information out. But there is no place that I know of in the Armed 
Forces where they have a complete list of all the tugs, barges, and 
derrick barges and equipment they have. If they did have such a 
list, they would not have the Government spending $100 million 
building more. 

Mr. Brooks. You think vou can give us a possible estimate of the 
number in the 12th District? 

Mr. Crow ey. Yes. 

Mr. Brooks. I think that figure would be very interesting and 
helpful. 

Mr. Crowtry. Yes. 

Mr. Brooks. Particularly in line with the comparable figures of 
commercial tugs, barges, and derricks that would be available. 

(The information requested follows: ) 


UNITED StTaTEs ARMY 


FORT MASON 


LT $ LT Lieutenant Colonel Kendrich 
YTB 396 LT 815 
LT 57 Major Henry J. Connor 
LT 643 
OAKLAND ARMY BASE 
ST 893 ST 924 
SAUSALITO 

ST 849 

MaYBERRY SLovuGH—920—6—TSU-—TC—Harpor Crarr M/R Dock 

TUGS 
ST 2065 ST 2074 ST 2131 
ST 2066 Colonel Ernest H. Agnew ST 2138 
ST 2067 ST 924 ST 2140 
ST 2068 F 760 ST 2141 
ST 2069 LT ST 2142 
ST 2070 LT 829 T 468 
ST 2671 LT 367 ST 911 
ST 2072 LT 815 
ST 2073 LT 215 
BARGES 

BH 4952 BG 6320 BC 6108 
BC 3174 BG 6321 BC 6109 
BC 1696 BG 6322 BC 6110 
BK 3196 BG 6324 U31-1489 
BC 1688 BC 6625 U31-1490 
BC 1698 BC 6622 U30-1469 
BG 6825 BC 6623 U32-1500 
BG 6326 BG 6620 U32-1502 
BG 6328 BG 1189 U34—-1530 
BC 6317 BG 6024 U-1534 
BC 63810 BG 6621 U-30-—1468 
BC 6311 BC 6106 U-—34-1428 
BC 6318 BC 6005 U-33-156 
BC 6309 BC 6095 BD 2861 (derrick barge 
BC 6319 BC 6096 BD 6235 (derrick bs 
BC 6812 BC 6098 BD 606 derriel : be 
BC 6315 BC 6094 BD 6064 (derrick bs 
BC 6308 BC 6091 BD 62386 coseuih barge 
BG 6327 BC HU92 
BC 6104 BC 610 
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ASSIGNED TO MARE IsLAND NAVAL SHIPYARD 
TB—Bis i rt YF, YF N—Covered barges 
ry Little harbor tugs YOGN, YOS, YO, YOG—Oil barges 
| Float derricks A TA—Oceangoing tugs 
( (Open barge 
SELF-PROPELLED 
rB 2 i YTL 320, wood 
rB 2¢ \ ’ W i YTI teel 
LB 2¢ {watobi, wood YTL 435, steel 
CB 266. Pocahont ter YTL 446, steel 
CB Satar te YTL 4590, steel 
TB Ossahinta. wood YTL 592. steel 
[BRB 514, Lelaka, steel 
NON-SELF-PROPELLED 
RD 1 reduced service YPD 4, wood, 4,000 pound drop ham- 
RD ed ed st ce mer 
DD 150-t ift. stee YRB 11, 500-ton, steel 
D 25-ton lift. steel YRB 12, 500-ton, steel 
18, 25-ton lift, wood YRB 13, 250-ton wood 
D 1] 60-ton lift, steel YRB 14, 500-ton, steel 
M 12, steel YRB 15, 250-ton, wood 
OGN 16, steel, 8,000 barrel capacity YRB 16, 500-ton, steel 
OS 12, steel, 1,380 barrel capacity YSR 6, steel, 76,400-gallon capacity 
ASSIGNED TO SAN FRANcisco NAVAL SHIPYARD 
SELF-PROPELLED 
TB 193. Se acus, stee! YTL 423, steel 
CB 265, Hiawatha, steel YTL 424, steel (salvage) 
'B 268, Red Cloud, stec YTL 447, steel 
TB 9. Sake sa, steel YTL 567, steel 
rB 396, Wovoka, steel YTL 591, steel 
NON-SELF-PROPELLED 
FDL 88 (in reduced service YFNX 16, 500-ton, steel (lab barge) 
( 19, 500-ton, steel YGN 69, steel (dump scow) 
D 88, 25-ton lift, steel YGN 73, steel (radsaflab) 
LD) 116, 90-ton lift, steel YR 74, steel 
D 154, 50-t ift steel YSR 24, steel, 76,400-gallon capacity 
FNX 10, 500 ton, steel (subadmar 
ASSIGNED TO NAVAL SuppLty CENTER OAKLAND 
SELF-PROPELLED 
F 878 50 ton steel YTB 180, Madokawando, steel 
O 181, steel, 6,300 barrel capacity YTB 181, Mazapeta, steel 
O 197, steel, 6,300 barrel capacity YTB 189, Nepanet, steel 
O 222, steel, 6,570 barrel capacity YTB 259, Arivaca, wood 
TL If stee] YTB 407 . Lonoto, steel 
TL 6 steel YTB 86, 6,570 barrel capacity, stee] 
TL 598. steel 
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ASSIGNED TO NAvaAL Suppty CENTER OAKLAND—Continued 


NON-SELF-PROPELLED 

















YC 316, 500 ton, stee YFN 278, 500 ton, stec 
YC 473, 500 ton, steel YEN 279. 500 ton. steel 
YC 699, 500 ton, steel YFN 691, 500 ton, steel 
Y ¢ 06, 500 ton, stec YFN 694. 500 ton. stec 
Y¢ 12, 500 ton, stec YFN 705, 500 ton, stec 

Y ¢ 13, 500 to steel YEN 710. 500 ton ( 
Y( 500 tor tee YFN 717, 500 ton, ste 

Y ¢ 57. 500 ton, ster YEN 803, 500 ton, ste 
YC 797, 250 ton, stec YFN 816, 500 ton, stee 
TC 50 ton, steel YFN 818, 500 ton, steel 
Y< 250 ton, stee YFN 901. 500 to steel 
Y ( 250 ton, steel YEN 910, 500 tor tee 
Y( 808, 250 ton steel YEN 9] SOO te shes 
YC 823. 500 ton, ste YFN 500 ton el 
YC 824. 500 ton, steel YEN 956, 500 ton. steel 
YC 825. 500 ton, steel YEN 957, 500 ton. ste 
YC 826. 500 ton, stee YEN 958. 500 to tee 
YC 828. 500 ton, steel YFN 959. 500 to t 

YC 829. 500 tor tee YFN 960. 500 ton. sti 
YC 830, 500 ton, steel YEN 962. 500 ton. stee 
YC 831. 500 ton, steel YFN 968. 500 to teel 
YC 8382. 500 ton, ster YFN 9¢ 500 t tee 

Y ( 833, 500 tor st | YEN G¢ 500 to tee] 
Y( 127, 250 ton, wood YEN 966, 500 ton, ste 
Y¢ 179, 5OO ton, stec YFN 9 0, 500 ton, stee 
YC 980, 500 ton, ster YEN 972, 500 ton, stec 
YC 982, 750 ton, stee YFN 9? > 500 tor Stee 
YC 983, 500 ton, stecl YFN 977, 500 ton, stec 
YC 984. 500 ton, stee YEN 978. 500 ton, steel 
YC 1075, 500 ton, ste YEN 979, 500 ton, stec 
YC 1076, 500 ton, steel YFN 980, 500 ton, steel 
YC 1077. 500 ton, steel YEN 981. 500 ton. st 

YC 1109, 500 ton, stee YFN 98 3, 500 ton, stec 
YC 1112, 500 ton, ste« YFN 984, 500 ton, ste 
YC 1820, 350 ton, stec YEN 988, 500 ton, stec 
YC 1321, 350 ton, stee YEN 995. 500 ton, steel 
YC 1322, 350 ton, steel YEN 1126, 370 ton, steel 
YC 13828, 350 ton, steel YFN 1127, 350 ton, steel 
YC 1324, 350 ton, steel YEN 1128, 370 ton, steel 
YC 1325, 350 ton, steel YEN 1129, 370 ton, steel 
YC 1326, 350 ton, stee YEN 1130, 370 ton, steel 
YC 1827, 350 ton, steel YEN 1131, 370 ton, steel 
YC 1328, 350 ton, steel YFN 1132, 370 ton, steel 
YC 1829, 350 ton, stec YEN 1138, 370 ton, steel 
TG 1338, 750 ton, steel YEN 1134. 370 ton, steel 
YC 1334, 700 ton, stee YEN 1135, 370 ton, steel 
YEN 262, 500 ton, steel YD 1545, 50 ton lift, steel 
YFN 27 500 ton, steel YON 90, 8,500 barrel capacity st 
YFN 276, 500 ton, steel 


ASSIGNED TO UNITED States NAavaAL MaGazInE Porr CuHIcAGo 


SELF-PROPELLED 
YTL 59 4. steel 


ASSIGNED TO NavaL Arr STATION ALAMEDA, CALIF. 


SELF-PROPELLED 
YSD 46, steel 
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\ ) » I ED States NAva STATION TREASURI 
NO SELF-PROPELLED 
‘ 
1 OF SERVICE IN RESERVI 
/ Sif 
25 ton lift. steel 
50 ton lift. steel 
, OOO tor stee! 
2.000 ton, steel 
4 7] 2 000 ton. steel 
§ 27, 2.000 ton, steel 
250 ton, wood (floating power barge 
} garbage lighter 
5 tH) St¢ 
tH T St¢ 
0 t steel 
teel, 6,570 barrel capacity 
teel, 6,570 barrel capac 
ster 6,570 barrel caps 
) ster 6,080 barrel capacity 
6.570 barrel apa 
~ 6,570 barrel capacit 
et 6,860 barrel capa 
6,570 barrel capa 
f steel, 6,570 barrel capacit 
LEASED TO THE CITY OF OAKLAND, CALIF 
Ho 1, steel 
Ss. 7 ATA 176 ned Naval Supply Center Oaklan 
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Number of ships Builder I al price 
120-fo are ( ar ge 
64 W Mf ifact ( I D ) M $ 4 
2 } & ¢ M Fa t tt Wa ‘ 
4 G 1 Oak Ca 42 
2 G Br I ( I Portland, ¢ 1,4 269 
13 N & I Cor} D 908 
( ’ 
5 Por ig & Barge ¢ Portla Oreg 404 
7 Port Hou I Works, H t x 
7 W ile Ma I ( l Dey t. Md 1. x 
Deck iquid cargo barges 
r Gu erson B I eer Corp., Portland, Ore 4&8 
J. E. Matt & So ( “ N. ¥ 399, 2 
Marinette Marine Corp.. M tte, W Bt 
110-foot ca barges 110 fect 2 
feet by 9 fe 
14 I 1 Dock, lr kK N. ¥ s 
t A na | ne & Ma e Works, Port ( 
17 Kyle & ¢ t ( f } 
4 ‘ ( 4, A e Ma e Wa W tw f \ 
La 
f N tol Calmes I ( New O 1 268, 680 


4 } ee | ri ( K W 24 t 
12 E.W.&A.P.D I 1 Cit La 5 400 
16 La Palit i ret ( } { 
10 I \ Wi oO \ 459 ) 
If (il ert & el tock Calif 
foc ri feet t 4 feet 

feet t 

) } & ( } ( f ’ 

\ N s SY, A M A W 4 4 


At ex 
Barges (size not an 1 1 
3 Burt Con 4 ipt ( I t 0) 
Art ex 
6 Runyan Ma B N ork K Fla 13, 8 
k & ¢ } ( 2 
0-f¢ ef t 
) Hi I wy I 
9 ( B } ( ] ( {) 
235-foot ga ne barge 
f N ( rn Boiler & Wel ( Bay, W 8 78 
“ Al , I i N M ( Inh¢ W + 4) 4 
Y¢ cl YFN 4 class, 500-1 
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‘i Burton ( tric I & ( Port 
Artht lex 
a Kyle & ¢ Fresno, Calif 
120-foot 180-ton deck eargo barge Wiley Manufacturing ¢ Port Deposit, Md 
50. 


45-ton floating crane: 4 Wiley Manufacturing Co., Port Deposit, Md 
50-ton floating crane: 3 Wiley Manufacturing ¢ , Port De it, Md 
Floating erane on barge 142 feet by 








58 feet by 12 feet 
16 Dravo Corp., Pittsburgh, Pa 7, 858, 320 
8 Guntert & Zimmerman Construction Co., Stockt 3 960, OOO 
Calif 
13. . é ‘ . 60- and 100-ton crane barges, Dravo Corp., Pittst 
Pa 
Total 1 96. 834, 04 


} Total does not include equipment that is not price 
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Mr. Crow ey. In evaluating that list, you also must keep in mind 
that 1 commercial tug can periorcm service of at least 4 or 5 Govern- 
ment tugs, the way they are operating. 

Mr. Brooks. You are going to have them de bating with you. 

Mr. Crow ey. I wrote a letter to the commandant of the 12th 
Naval District, telling him that when he hired two commercial tugs 
they were wasting money to dock a vessel in San Francisco Bay, 
because on all commercial vessels of the same type, and at the same 
location, they were using only 1 tug. 

He wrote back that it was the Navy’s policy to use 2 tugs, and they 
are retaining the policy of using 2 tugs, even though we offered 
dock the ships as | explained, but they refused the offer. 

Mr. Osmers. I would like to get your comment on this statement: 
Is there any need at any specific west coast port for the Army or the 
Navy to be in the barge business, or in the business of salvaging? 

Mr. Crow ey. The only need that I know of is at Port Hueneme, 
where there are no commercial tugs; it is a 100-percent Navy port, 
with no commercial service available. 

But, on the other hand, if the Navy sincerely wanted to get out of the 
tug business, commercial service could furnish the service for Port 
Hueneme. But there is no underlying military necessity for having 
the Army or the Navy tugs and barges, and the commercial people 
could perform the service at less cost. 

Mrs. Harpen. Mr. Condon. 

Mr. Conpon. I was very much interested in the testimony which 
Mr. Crowley gave, and possibly more directly than some of the other 
members of the committee, because I am from the San Francisco Bay 
area, and my district includes Mare Island, and also I represent the 
very fine harbor of Richmond. 

I do feel that somewhere during the course of the hearings—and 
I assume that the committee wn invite some responsible persons 
from the Department of Defense, from the Army and from the Navy, 
in order that we can get their position, and any such reasons as they 
may have. 

Mrs. Harpen. That is correct; we hope to have them down here. 

Mr. Connon. Thank you 

Mrs. Harpen. Mr. Pilcher, any question? 

Mr. Pitcuer. I have read Mr. Crowley’s report. I agree with 
Mr. Condon, not only on the tug a barge business but on the 
commissary and the liquor business, and all of these other things. 
I think we should have those people here when we get through, and 
to hear their side. 

Jut, in the long run, I want to concur with what Mr. Osmers said. 
I do not know what kind of agency would be set up; I am against 
having too many commissions, but it seems to me that this Congress 
should provide that at some place an agency should be set up where 
people could come 365 days in the year to present their case. After 
all, there are two sides to every question. We may get another side 
from the Navy or from the Army, but I do not believe we can get 
enough t , justify thi is continued expansion in all lines of competition 
with free ituetes 

Like Mr. Osmers, I think something should be done about it. An 
effort should be made, systematically, honestly, and in a thorough 
manner, to go into the whole thing and hear both sides of the question. 
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If they have some reasons why they are doing what they are now 
doing, we ought to hear it ; 

Mrs. HarpeN. We hope to have them all here at a subsequent 
hearing, Mr. Pilcher. 

Mr. Pitcuer. Thank you. 

Mrs. Harpen. Any questions, Mr. Ward? 

Mr. Warp. No questions. 

Mrs. Harpen. Thank you very much for coming, Mr. Crowley. 

Mr. Crow.ny. Thank you very much for the opportunity. 

Mrs. Harpen. Our next witness is Mr. Benjamin Josephs, presi- 
dent of the National Retail Liquor Package Stores Association. 

(The witness was sworn.) 


TESTIMONY OF BENJAMIN JOSEPHS, PRESIDENT, NATIONAL 
RETAIL LIQUOR PACKAGE STORES ASSOCIATION, WORCESTER, 
MASS. 


Mrs. Harpren. You may proceed, Mr. Josephs. 

Mr. Josepus. Thank you, Madam Chairman, and members of the 
committee. 

My name is Benjamin Josephs. I reside in Worcester, Mass., 
where I operate a retail liquor-package store. I appear here today 
on behalf of 44,000 retail package-store dealers in the United States, 
as president of their trade group, the National Retail Liquor Package 
Stores Association. The members of the association, like myself, 
sell liquor by the bottle for offpremises consumption. 

Most of the 44,000 package-store licensees who I represent are 
small-business men, and many are limited to a family operation. 

Mr. Osmrrs. Madam Chairman, may I interrupt to suggest, in 
the interest of time, that Mr. Josephs highlights his statement, as 
was suggested to the previous witness. 

Mrs. Harpen. Yes; I think that would be helpful, Mr. Josephs, 
if you will just highlight your statement 

Mr. Josepus. I shall try to do that. 

We are a part of the hundreds of thousands of independent small 
businesses which help make up the economic strength of our country 
and which are so vital to our system of independent private enterprise. 

Like so many other businesses, we find our retail industry threatened 
by the unwarranted and illegal activities of the armed services, 1n 
competing with private enterprise. The cutrating and unfair com- 
petition created by sales of alcoholic beverages at officers’ clubs, non- 
commissioned officers’ clubs, by “service-locker officers’ and so-called 
“service bootleggers,” aided and abetted by what appears to be an 
alliance between certain Armed Forces personnel and certain distillers, 
in direct contravention of the laws of the United States, have produced 
the following results: 

No. 1. Legitimate commerce that might be expected to flow into 
normal trade channels is being siphoned away by the aforementioned 
illegal activities. 

No. 2. The Federal, State, and municipal governments are being 
deprived of tax revenues. 

No. 3. Government personnel are being misused and are performing 
duties foreign to what they are being paid for doing. 
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No. 4. Orderly control of that distribution of alcoholic beverages 
is being destroyed. 

Congress, by an act of February 2, 1901 (10 U.S. C. 1350), provided 
that the sale of or dealing in beer, wine, or any intoxicating liquors 
by any persons in any post exchange or canteen or Army transport, 
or upon any premises used for military purposes by the United States, 
was prohibited, and the Secretary of War was directed to take steps 
to carry out the enactment. Congress thus evidenced its intent, with- 
out equivocation or qualification, that the sale of ve bever- 
ages on military establishments in all instances should be prohibited; 
it barred both military and civilian personnel from dealing in such 
affairs. 

This legislation is still on the books; it has never been repealed. 
Yet, it is observed chiefly by its breach. Package stores and bars 
exist at practically all of our military installations, and where they 
do not exist the ‘service locker officer” and “service bootlegger” takes 
over. Certain distillers have recognized the tremendous markets and 
profits they can derive from direct sales to these military installations 
and have de ‘veloped special departments to solicit this type of illegal 
business. (See exhibits 1 and 2 

For instance, in Washington, D. C., in the fiscal year 1952, in July, 
the sales at the bar, $18,869; sales at package stores, $68,858. If 
that were prohibited t o each branch of the service—this represents 
approximately 10,000 cases of liquor per month, or a loss of excise 
tax to the local Washington, D. C., area af about $25,000 per month. 

There have been numerous instances where these clubs and locker 
officers buy directly from these distillers and pay no State license fees 
or taxes. They sell, almost without exception, at prices lower or 
equal to the prices at which we, the retailers, can buy. 

And I have attached several exhibits, Nos. 3, 4, 5, 6, and 7, to bear 
out that statement. 

The vast competitive edge these outlets have over the legitimate, 
licensed retailer, who not only pays the State and local license fees 
and taxes but who must also pay every incidental expense necessary 
to conducting a retail business before adding a penny as a return for 
his own labors and investment, can thus readily be seen. 

A good deal of the alcoholic beverages dispensed at service installa- 
tions finds its way into the hands of civilians and thus removes further 
potential customers from the retailers. As a natural consequence, 
this has caused a considerable loss of revenue to the retailer, the 
wholesaler, and to the Federal Government, as well as to the State 
and local municipalities wherever these military bases are located..- 
(See exhibit 8.) The loss is in the form of income taxes, both Federal 
and State, State and Federal excise taxes, license fees, sales taxes, 
personal-property taxes, and the like. It increases the tax burden 
placed upon the rest of the civilian economy and limits employment. 

And while it is true that the military does pay the Federal liquor 
excise taxes on domestic whisky, although it does not pay the State 
excise taxes, it has on many occasions flown in whisky from foreign 
lands upon which it has paid no taxes of any kind, thus depriving all 
levels of government of the taxes due them. (See exhibits 9 and 10.) 

Even on those posts where the clubs do not engage in sales of 
alcoholic beverages the “service-locker officer’’ 01 “bootlegger” takes 
over. This individual is an officer who has ae designated to take 
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orders for alcoholic beverages on the installations. He solicits orders, 
in many cases, from military personnel and civilians, and deals gen- 
erally directly with the distilleries. Although he may be trained ‘and 
is being paid for his technical skill as a pilot, an artilleryman, or an 
engineer, his sole job, with very little exception, is as aforesaid. He 
uses Government facilities to conduct his illegal enterprises and uses 
Government personnel to transport and deliver his contraband mer- 
chandise. At Fort Myer and the Pentagon during 1950 and a part 
of 1951, for example, a Licutenant Lewandowski was the “locker 
officer.” He would quote prices over the tele phone on various alco- 
holic beverages. His telephone ‘numbe ‘rs were Chestnut 3000, exten- 
sion 3162, and Chestnut 9809. 

You would be able to test that by calling up and getting the prices, 
quotations on the amounts, and pick up the merchandise. And | 
would like to call to the committee’s attention the fact that in the 
last few dé ays and I have copies of the sales to bear that out, which 
show that what I am saying is correct. 

And the Fort Myer officer’s local mess is being set up to go into 
the liquor business directly in contravention with the liquor. 

This above-described situation, is well known to the Armed Services 
Committee of the House of Representatives. I quote from a letter 
dated February 3, 1953, addressed to the Honorable Philip J. Philbin 
who has striven heroically to try to clear up this disgraceful situation 
and is signed by Robert W. Smart, chief counsel to the committee. 
{Reading :] 

* * * So far as I know, practically all Navy and Air Force installations have 
previously established retail liquor-package stores. They are not authorized on 
Army bases, but both of us know that this situation is circumvented by the 


establishment of the so-called “‘locker clubs,’’ and the result in the final analysis 
is the same 


cation from members of the Fort Myer Liquor Club, dated May 28 
1953, which I will leave with the committee. 

We have a letter in our possession from the Hawaii Wholesale 
Liquor Dealers Association, dated November 30, 1950, which very 
explicitly outlines in detail the flagrant disregard for Te mritorial and 
Federal laws by the Navy. It cites instances of sales by officer: 
clubs and messes in such a manner that a good deal of the liquor finds 
its way into civilian markets, hurting the legitimate dealer. This is 
being done despite the fact that these clubs and messes are run on 
strictly unappropriated funds, and, while operating with unappro- 
priated funds, are using Government ships to transport their liquor. 

Not only are these clubs violating Territorial and Federal laws by 
these practices but they have refused to pay Territorial taxes on the 
sale of liquor. The letter also states that the wholesalers were ap- 
proached by the commander in charge of the Pearl Harbor Officer 
Club and were informed that, if e wholesalers did not give substan- 
tial price concessions to the Navy, then arrangements would be made 
to purchase from the distillers on ‘the mainland by the district coopera- 
tive for the clubs. On the refusal by the wholesalers to comply with 
this request, arrangements were made whereby liquor was brought in 
without benefit of a wholesale Jiquor dealer’s license and was sold, 
warehoused, and delivered to the various messes at slightly above cost. 

Yet, there is no law which permits the Navy to engage in the whisky 


As [ have mentioned before, we have copies of quotations on appli- 


’ 
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business, only a vague Presidential order approving a Navy Depart- 
ment general order permitting it to be served at the messes, which 
was issued about 19 years ago. 

The Navy claims that it abides by the local laws, and they make 
a rather weak attempt to carry it out. 

The local law in the District of Columbia is that no liquor shall be 
brought into the Territory of more than 5 fifths at ] time, but the 
record of the sales slips calls for 7 fifths in 1 instance and 17 fifths 


er these sales slips as e\ idence of 


{ 
| 
i 


{ 
being sold in another sale. And I off 
that fact 

The slips referred to are filed w th the exhibits.) 

Mr. Joserus. The Air Force has no specific regulations on the 
subject, relying on the various district commanders to establish 
regulations at their discretion, we understand. Since its separation 
from the Army, the Air Force claims it is no longer bound by the law 
of 1901, that its posts are not military premises. Yet General 
Vand nberg found fit to con piain of irre ‘ularities in the sales of 
packaged ale oholhie bevera es at Alr Force installations. See exhibit 
1] 


The former Secretary of Defense, Mr. Lovett, by memorandum 
No. 100.15-1, Department of Defense, dated February 15, 1952, 
which deals with alcoholic beverages, acting under authority of 
1 the Secretaries of the Army, 
Navy, and Air Foree to “coordinate their regulations among their 
respective services to att itv as is consistent with the 


n 
plicable statutes nee He recoenized that all branches 
t< 


Public Law 51, 82d Congress, directec 


n en unitor 


eXisting ap] 
of the services were part of the Military Establishment; that all 
installations, whether Army, Navy, or Air Force, are military premises 


of the United States. The only basic statute applicable is the law of 
1901, which prohibits the sale of or dealing in intoxicating liquors on 
any premises used for military purposes by the United States. It 
is the sole enactment to guide the Secretaries. These uniform regula- 
tions, consistent Ww th the applicable law, have yet to be issued, 

And, Madam Chairman, I think this is quite important, that 
when President Eisenhower was Chief of Staff of the Army, he issued 
a directive dated October 9, 1947, from which I quote: 


1. Purchase of intoxicating liquor pon behalf of ar person, including a 
member, by a club or mess or by a official or emplovee thereof, or the transporta- 
tion of such liquors to military reservations by a club or mess or by any Official 
or ¢ nlovee thereof is prohibi ed. even t] 1 t} purchase is made and the 
transportation is performed by the club or ess or its official or employee as 
agel f the person and on his behalf, and regard] of whether any benefit 
accrues to the club or mess from the transaction, either directly or indirectly. 


The entire directive is hereto attached as exhibit 12. 

Orderly control of the distribution of alcoholic beverages is being 
seriously hampered. The military does not permit supervision of its 
activities by the authorized State authorities. They sell at hours 
and on days when the sales of aleoholic beverages are prohibited by 
State regulations; they sell to people, who, under the State regulations, 
would be ineligible to purchase. It is no wonder that the State liquor 
administrators, in convention duly assembled, passed a resolution 
condemning these practices. A copy of this resolution is hereto 
attached as exhibit 13. 
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And I should like to incorporate herein the speech made by Brig. 
Gen. Marcus L. Poteet, on November 14, 19 =D. which is attached 
hereto as exhibit 14. If anything can give you the true picture of 
what is going on, the general’s remarks certainly can. He knows the 
story both as an Army officer and as the former chairman of the 
Nebraska Liquor Control Commission. There is no question that this 
and illegal delaing in liquor by our military 
servanes in direct competition with legitimate, supervised retailers 
18 bre Ine r down control and ha + a serious demoralizing etfect Hee 
achibit 1d. 

Nor can the military claim it is acting as an official instrumentality 
of the Government when it engaged in private enterprise by the sale 
of liquor. The Treasury Department, through its regulations and the 


uncontrolled, unfair 





ly ternal Re venue Code, has dete mined that these clubs and messes 
are not such ofl al instrumentalities of the Government, even though 
they hide behind the sanctity of a Federal reservation, and has 
required that they purchase the Federal liquol excise tax stamp. And 
then I give the reference of the R lations of the Bureau of | rnal 
Revenue, section 194.26 (b 

We submit, therefore, that relief from this long pending pernicious 
problem is essential, both to the State and local governments and to 
the small sin man. ‘The loss of revenue, the misu if Govern 
ment personnel, the interterence with and competi ion with private 
enterprise and the breakdown of orderly control of the distribution of 
alcoholic bevet s, must be tolerated no longe These parasites 
upo lr ¢ mom vstem 1 st be driven fro the ( ( 

\\ ( thy he mora committe step to | ( the Seer 
tary Def sue immediately a directive covering all branches of 
t] ( S V1 s, in clear and mistal ) iangua order the 
| ( abo me oned improp wet to ceast \nd he 
event th I tarv dor S( | 0 co pi vith th cir lve { this 
commit that recom! 1dations be mad DV tl com Ll to the 
He of | entatives for the enactment of | lation specificall 
oul Vu h il] ul a 1 un wranted practice hereinavor re ted 
{ cont ed by the attached exhibits 

Madam Chairman, I submit for the use of the committee the exhibits 
to which reference has been made in m iLtlement 

har ou very much, Madam Chairman 

Mrs. Harprn. Thank you, Mr. Josephs, for your very interesting 
statemen 

(The exhibits and other material referred to follow 
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EXHIBIT 2 


{Matter printed on business card] 


Louis J. ELMORE 








Military Sales Representative North 410 Lyric Building, Richmond, Va. 
Carolina, Virginia, and District of Phone: 2-1701. 
( nbia, Brown-Forman Distiller 
( Lo lle, K 
EXHIBIT 3 
NOVEMBER 17, 1950 
MEMORANDUM FOR A FFICERS AND WARRANT OFFICERS 
I foll ng will be available f lelivery in December 1950. Please forward 
orders to post executive; checks will ac npany orders. Orders for December 
r 1 not 4 ited a r TI av, November 30, 1950 rhis order 
will the last t forwarded to distributors prior to Christmas 
Cost to 2 
» Pe Per case 
( . 
I 4 ) 1 i,q $60. 50 
52 00 
61. 80 54. 30 
50. 28 43 15 
of 57.75 51 40 
51.00 43. 50 
49. 5 42. 00 
1. 60 45 00 
69. 60 62.00 
1. 64 44. 50 
61. 80 53.85 
53. 20 42.00 


4¢ 94 40. 50 


46. 70 42. 25 
78 31. 50 
50 81 5 25 
35. 50 32. 00 
29. 50 


31. 50 
28. 19 
32. 75 
31. 25 
| 31. 10 





s Reserve, blended 





Walker’s Imperial, blended 29. 75 
Ron Merito Gold or White Rum 30 15 
Gilbey’s Gin | 26. 00 
Bellows Fine Club Gin | 25. 80 
Schenley’s Lon D Gin 27. 10 
Walk G 27.00 
Seagra 4 nt Bottle Gin 30. 25 


Pikesville Rye, 2 years old... Si ee 27. 10 


1 Fifths, unl pecified. 


Please specify if Christmas bottles or packaging are desired. Advance infor- 
mation concerning Christmas bottles has been received on the I. W. Harper and 
James E. Pepper; on other items it can be requested, but not guaranteed. 
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Jottle lots: Per hottle 
Fairfax County, bottled in bond, 6 years old (quarts)_._._.__-- $5. 05 
Virginia Gentleman, 90 proof, 4 years old (quarts 1.35 

laster’s Choice, 86 proof, 8 years old ; 4.10 
Harford Hunt, 90 proof, 7 years old 1.10 
Capt. Hamilton, 86.4 proof, 35 percent whisky, 4 years old 2. 70 
Glen Esk Seotch, 86.8 proof DCL Seotch ’ : 3. 65 
Roval Artillery Scotch, 86.8 proof 3. 85 
Deer Stalker Scotch, 86.8 proof pinch bottle 5. 35 
Kingston Club Rum, 97 proof Jamaica Rum 3. 85 
West t Indie s Club Rum, 86 proof, Puerto Rican Rum 29 95 
Fromy *** Cognac, from Cognac, France, 84 proof 4. 30 
Fromy Fine Champagne, from Cognac, France, 82 proof 5. 05 
M } London Dry Gin, U.S. A 2. 50 
York Club Gin (imported) _- 3. 65 
Hulstkamp D iteh Liqueurs, from Rotterdam, Holland, Orange curacao, 

apr t, cherry, cacao, green, or white menthe, triple sec, kummel 4.35 
Helden’s Liqueurs, domestic apricot, peach, cherry, blackberry, cacao 

green or white menthe, triple sec 3. 70 
M & C Dry Vermouth (French type 95 
\l & C Sweet Vermoutl Italian type . 95 
Gratien & Meyer Brut, Sparkling Samur, Samur, France- 3. 10 
G. Rosset & Cie Brut, Epernay, France (1941 3. 60 

Che Christian Brothers wines (cases only): Per case 
Dry sherry ; 10. 03 
Golden sherry 10. 03 
Ruby port 10. 03 
lawny port 10. 03 
Tokay 10. 03 
Muscatel 10. 03 
Sauterne, white 9.10 
Haut sauterne, white 9. 10 
Rhine wine, white. 9 10 
Chablis, red 9. 10 
Burgundy, red_-_- 9. 10 
Claret, red 9. 10 
California Extra dry champagne (Paul Masson) - 25. 94 
California Brut 28. 20 
California Pink : 28. 20 
The Christian Brothers Brandy - - J oe : 34. 49 





EXHIBIT 4 
Fesrvuary 1, 1951. 

The Fort Monroe officers’ locker fund has available to its members, who have 
made the required deposit, the following items by the bottle which may be ob- 
tained Tuesday and Friday from 1630 to 1730 hours at the casemate just north 
of the entrance to the casemate mess. 

In addition, the agent officer will accept from all officers case lot orders with 
accompanying check as follows: 

Orders received between the Ist and 15th of the month for delivery during 
the latter half of the month. 

Orders received between the 16th and last of the month, for delivery during the 
first half of the subsequent month. 

All prices are subject to change without notice. Checks should be made pay- 
able to Fort Monroe officers’ locker fund 
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Vv 7 
Ja r 42.9. 
Old ¢ 
} Y f 43. 6 
S . aR. 
1 Qe 
( 41.1 
45.2 
I) 46. 90 
M Sf) 43 If 
A 4) 
( & 45 
enkey | a | 
P.& ¢ 1,00 
K bl S. ¢ 
{ , ) 
I 28. 90 
8 10 
I 26, 4 
Rt ( n KE 
RK G 60 
( 33. 35 
M 49, 25 
] 33.10 
i 14. 00 
( at 
Saut 10. 80 
P S ¥ 12. 35 
Cl 3 
| K 1 35 
Exuisit 5 
SUPERSEDES ALL PREVIOT PRICE LISTS EFFECTIVE AUGUST 1, 


Please order by item n 
should be made payable 


immediately afte 


imber and brand. Payment must bein advance 
to Fort Meade Central Locker Fund 
r first of each month to building 4215 B, 


[THIS PRICE LIST IS NOT FOR DISTRIBUTION OFF 


THE POST] 


hs Proof 


| | Glen Esk 


| 
j j : 7 


HAIG & HAIG 





GOVERNMENT 


1952 


Price 


> pb Boe wm OO CORO o ~~ > 


Pe 


1) 
35 
1) 
70 
00 
45 
95 


20 
a) 


RO 


70 


Checks 
Submit orders 
telephone 3441. 


0 
90 
00 
00 

0 
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(THIS PRICE LIST IS NOT FOR DISTRIBUTION OFF THE POST—Continued] 


Class Item Brand (fif 1 f 
No. 
Gin 2 | Frankfort Gir ia 
MELROSE GIN 
{ ( G 
5 GORDON GIN 4 
Rur 6 | Me WW I & 
Nt, G } 
I CA l II KI I I \ . 
A ) AMBEI rt i x 


Cocktai 











( 
M ‘ I 
M AN LNLA nU Pl NK ) 
Wines 4 i f r (Ww B 
; Pomerol (red Bordea 
‘ { i rn \ ( ) 
AYLOR POR 
x TAYLOR DRY Hf 
) rAYLO OKA 
6 AY! Al ERNI 
61 AY! BUR ) 
62 AY Li RHI I 5 
t YI rt EW ‘ } ‘ ( A \ \ ) 
64 LYLO} NEV YORK TATE PA } IN( 2 ) 
BURGUNDY 
W ines 6. GARRETT’S PORT (ease 7.50 
66, GARRET TL’S RHINE ) 
67 | GARRETT’S SAUTERNI ‘ 
68 | GARRETT’S DRY SHERR\ ) 
69 GARRETT’S MUSCATEI ) 
CASE LOTS (WHOLE CASES ONI 
Scotch 70 )) Ar us sf s $4 
71 | Vat 69 86.8 4.00 
Scot type 72 | Old iid Reserve S 32. 30 
Bourbon 73 Old inny brook x 
74 len Higt Rf ; 
7 Walker Deluxe y 42. 45 
76 | Park & Tilferd (bottle n bond 10 16. 9. 
7 Kentuck lavern (bot lint M 19 
78 G w¢ ) 
‘ U “ » ) 
Rye 80 | Sher k I 
81 \ 3 ‘ 43.8 
Blends 82 | Hiram Walker I 4 RY 60 
R3 Wi I ® 
4 ( ir eal s ) 
8 Park & f ‘ ‘ & R) 
86 | Calvert Rese 8 ‘ 
8 Old } r g 
RS B t Dp l S 
8Y Old pson 8H. 8 ) 
90 | PM Deluxe Sb 
Canadian am 91 | Canadian Club 90. 4 47. 80 
Gin 92 | Hiram Walker G 90 28. | 
93 | Calvert’s London Dry x0 28. 50 
U4 Gilt rin x” 8 65 








292 COMMERCIAL AND INDUSTRIAL ACTIVITIES IN GOVERNMENT 


The following certificate, signed by a commissioned officer who is responsible 
that all officers and noncommissioned officers of the first three grades who order 
class VI supplies do reside on the post, must be attached to each section or unit 
order: 

‘I certify that all merchandise listed on this order is for officers who occupy 
quarters on the post, or for married noncommissioned officers of the first three 
grades who occupy quarters with their respective families on the post, that all 
merchandise is for the purchaser’s own use only on the reservation and is not to 


be resold; that all purchasers have been informed of the provisions of this 


certificate. 
Instructions for ordering 

Items listed in capital letters may be ordered weekly. 

Deadline date for weekly orders is each Monday at 1630 hrs. 

No order accepted after 1630 hrs. Monday for that week’s delivery. 

All items on the list may be ordered monthly. Deadline date for monthly orders 
is the first Thursday in each month unless the first Thursday falls on the Ist 
day of the month. In that event, the deadline date will be the second Thursday 
in each month. 





[EXHIBIT 6 


[From the Washington Post, December 31, 1949] 
THe WASHINGTON MERRy-Go-RouND—AFFIDAVITS REVEAL Lewis Tactics 
By Drew Pearson) 
IN LIQUOR BUSINESS 


The House Armed Services Committee is considering a probe of Army-Navy 
officer clubs which have been selling whisky against the law. 

Under an act of Congress (1901) still in effect, the sale or purchase of intoxicants 
on a military establishment is strictly forbidden. In October 1947 General 

isenhower, then Chief of Staff, issued an order clarifying this law and ruling 
that the sale of package liquor was taboo in officers’ clubs as well as in Army PX’s. 

Despite this restriction, however, Army officers at Fort Benning, Ga., not only 
have been selling whisky and other intocixants by the bottle but have actually 
been advertising such sales in case and half-case lots. 

Congressmen have received complaints that one officer at Benning received a 


shipment of 164 cases of wines and liquors last July, which he later sold to officer 
friends 

rhe House Armed Services Committee also has received complaints that pack- 
age liquor is being sold indirectly to civilians at the Naval Gun Factory in Wash- 
ington, Andrews Field in nearby Maryland, Stewart Field (near West Point), 


Fort Hamilton (New York), Westover Field (Massachusetts), and other installa- 
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EXHIBIT 7 
Orricers’ Mess (CLosep), MarInE BarRRACKS, WASHINGTON, D. C 


JANUARY 1, 1952, 


Sales hours— Monday through Friday: 1130 to 1700, Saturdays: 0900 to 1145— 
Phone LI 3-9344 or code 1250, extension 36 
Blended whiskys: 


Bellows Partners Choice a uslk veto, ee 
Bourbon Deluxe 3. 05 
2 


sourbon Deluxe, % gallon 
Bourbon Supreme 


mmwn 


Guckenheimer 80 
Hiram Walker Imperial . 80 
Hiram Walker, 4 gallon 6. 85 
Melrose Rare aes 3. 40 
Park & Tilford Private Stock ; ¥ 3. 70 
PM Deluxe . ‘ " " 2. 85 
PM Deluxe, % gallon 6. 85 
Seagrams Seven Crown 3. 20 
Seagrams Seven Crown, 4 gallon 7. 85 


Straight bourbon whisky: 
Ancient Age we rs 2 2 00 


Century Club . 3. 05 
Echo Spring 3. 05 
Norwood 9 95 
Old Charter 5 j a 
Old Crow i 3 70 
Old Quaker 3. 45 
Old Stagg : 3. 05 
Old Stagg, % gallon 7. 45 
Old Sunnybrook 3. O85 
Old Sunnybrook, % gallon 7. 45 
Virginia Gentleman, quart 1.85 
Walker Deluxe e 3. 85 
s0ttled in bond bourbon: 
Guckenheime r 3. 55 
I. W. Harper 5. 25 
James Ii. Pepper +. 20 
Old Crow :. Zo 
Old Grandad 5. 25 
Old Taylor 5. 25 
Park & Tilford 3. 90 
Bottled in bond rye: Mount Vernon §. 75 
Straight rye whisky: Pikesville, Maryland straight rye whisky 2. 80 
Canadian whisky: 
Canadian Club ; 4.35 
Mac Naughtons Canadian whisky 1. 20 
Seagrams VO 4. 45 


Scotch whiskv: 


Dew ars White Label — “ . 4.55 


»~) 
Grand Old Parr Se . §.00 
Gilbey’s Spey Roval Pec 1. 40 
Haig & Haig Five Star $ = 4. 40 
Haig & Haig Pinch Bottle 2 5. 35 
Kings Ransom 6. 60 


Peter Dawson 4 

Teachers e ' 4.40 

Vat 69 4. 35 
j 


= ood 
White Horse - 35 
Imported brandies: 
Courvosier cognac alco sa daa ; a 5. 05 
Hennessv Three Star ikl pai te ee 5. 00 
Julius Wile French brandy eg Se 
Martell cognac a. & 06 


Domestic brandies: 
Coronet VSQ 
Lejon 
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EXHIBIT 8 
[May 1953] 
Muiuirary Posts Accept GreorGiA WHISKY PLAN 


(Special to the Server 


ATLANTA, Ga., May 24 (UTPS Military posts in Georgia are agreeing to 
have officers’ club liquor clear through the State warehouse, Revenue Commis- 
sioner Charles Redwine said recent 


This ends the possibility of a court test of the State’s right to tax and control 
liquor headed for Federal reservations according to Mr. Redwine. 








lhe commissioner changed one original order. He agreed to permit the clubs 
to buy direct from the distilleries instead of forcing them to trade with wholesalers 
in Georgia. The distilleries wi onsign the liquor to the State warehouse first, 
where it will be subject to the State liquor tax, warehouse fee, and sales tax. 

Alt gh no estimate was made, some authorities have guessed that the order 
may produce $500,000 annually in additional revenue. 

I:nforcement of the order, he said, is designed primarily to control liquor and 
oO Sé to produce reve es Previously there had been reports of 
liquor—free of Georgia tax—passing through posts into civilian hands. 

EXHIBIT 9 
Navy Is Asxkep To Expiain VioLaTions or Liquor Law 
(By the Associated Press) 

Representative Haley, Democrat, of Florida, asked the Secretary of the Navy 
last night w proper disciplinary action”’ has not been taken against officers 
he says flew illegal liquor into this country from Cuba last fall 





hy atisfied with the Secretary's explanation, he 
will ask the House Armed Services Committee to investigate 
Mr. Halev said a Navy commander and other personnel left Jacksonville, 
Fla., September 30, in a Navy plane bound for Guantanamo Bay, Cuba. 
The following day, Mr. Haley said, they flew back to the United States with a 
load of illegal liquor on which neither State nor Federal taxes were paid. Mr. 
Haley listed no names of those involved. 


Mr. Haley said that if he is di 


Exuipir 10 
[Miami Daily New March 19, 1953] 


Unitep States Witut Disroset or Liquor TAKEN From NaAvaL PLANE 


JACKSONVILLE, March 19.—AP—The Government wants legal title to $1,100 
worth of liquor seized from tl] b bay of a Navy plane for failure to pay 


import d 


\ libel suit to get 1 








po . f t | ior was filed vest« av. If it is for- 
feited to the Government, it could be distributed among charitable institutions 
as 1s sual wit forfeited propert. 
Mark Hulsey, Jr., assistant United States dist attorney, said the liquor was 
seized last October 1 from a Navy plane that flew from Guantanamo Bay, Cuba, 
and the pilot paid a fine equal to the value of the liquor. 


ExuipitT 11 


Air Force Letter DEPARTMENT OF THE AIR FORCE 
No. 121-14 Washington, June 15, 1951 


SPECIAL SUBJECTS FOR INSPECTORS GENERAL 
OFFICER AND NONCOMMISSIONED OFFICER MESSES 


(Effective until December 31, 1951, unless sooner rescinded or suspended) 
Paragraph 


Purpose ; a 1 
Deficiencies » 2 
Action required... aa : = i i 3 


Expiration date... 4 
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1 Purpose. This letter is issued to determine the deficiencies or irregularities 
in the management, operation, internal control, accounting records, and monthly 
statements of officer, cadet, and NCO messes. 

2. Deficiencies 

1 A recent survey conducted by the Inspector General, USA] revealed 
numerous irregularities, including gambling, sale of bottled packaged goods, et« 
in the management and operation of Air Force messes, in violation of either 
existing statutes or Air Force policy 

b) Accounting records and monthly financial statements are not maintained in 


accordance with applicable provisions of AFM 176—5 


c) Failure to establish internal controls over merchandise, services, or cash, as 
required in section II, AFM 176—5, December 1949 \n immediate need exists for 
daily inventory controls over all phases of mess operations and the establishment of 
selling prices ¢ sistent with costs of operatio1 

d) Failure to practice food conservation Quantities of leftover items a1 
completely wasted 

e) Excessive number of empl es because of poor management is contributi 
substantiall monthlv losses of . nesses 

| ” Comr 1 will require their ectors te oO 
all pha oft ea mess activity under t rj licti l¢ I raherence 
to Air Force announced policy for the management and operation of ese acti 


ties, and report their findings, in order that adequate corrective action may be 
taken in each 1 

4. Expiration date.—This will be considered a special subject for all Inspectors 
Cit ral until December 31, 1951, at which time this letter will be rescinded ar 
removed from the active file of special subjects. 


Instance, 





BY ORDER OF THE SECRETARY OF THE AtIR FORCE: 
OFFICIAL: Hoyr S. VANDENBERG 
Chief of Staff, United States Air Force 
K. E. Tutppaup 
Colonel, USAF 
Air Adjutant General 
Distribution: | 





EXHIBIT 12 
Memorandum 
No. 210—-10-7 
DEPARTMENT OF THE ARMY, 
Washington 25. D. Gh, October 9, 1947. 


LIQUOR 


I. WITHIN THE CONTINENTAL Limits OF THE UNITED STATES AND TERRI- 
TORIES OF ALASKA, HAWAII, AND Puerto Rico. 1. The following act of Congress 
which is still in effect applies within the continental limits of the United States and 
within the territories of Alaska, Hawaii, and Puerto Rico: 

Section 38, act of February 2, 1901 (31 Stat. 758; 10 U. 8S. C. 1850; M. L. 
1939, sec. 310), provides as follows: 

The sale of or dealing in beer, wine, or any intoxicating liquors by any person 
in any post exchange or canteen or Army transport, or upon any premises used 
for military purposes by the United States, is hereby prohibited. ‘The Secretary 
of War is hereby directed to carry the provisions of this section into full force and 
effect. 

2. The act of March 22, 1933 (48 Stat. 16) states that beer, lager beer, ale, 
porter, wine, or other similar fermented malt or vinous liquor, containing not more 
than 3.2 percent of alcohol by weight, are not intoxicating. Beer and wine of 
an alcoholic content not in excess of 3.2 percent by weight may be sold or dealt 
in by Army exchanges, clubs, canteens, aboard Army transports, and upon other 
premises used for military purposes by the United States. 

3. The sale of or dealing in intoxicating liquors (including beer, wine, or other 
malt or vinous beverages containing an alcoholic content in excess of 3.2 percent 
by weight), regardless of what the transaction is called or how it is effectuated, 
is prohibited if title to such intoxicating beverage passes or changes upon any 
premises used for military purposes by the United States. 

4. Purchase of intoxicating liquors upon behalf of any person, including a 
member, by a club or mess or by any Official or employee thereof, or the trans- 


35810—53—pt. 1——-20 
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litary reservations by a club or mess or by any 


official or employee thereof is prohibited, even though the purchase is made and 





AG 250.1 











limited to n 


the club or mess or its official or employee as 
lf, and regardless of whether any benefit 
action, either directly or indirectly. 
iquors acquired elsewhere, by the individual 
ib and the service of drinks therefrom to the 
wner, by club attendants, and where the 


lic ingredients furnished, will be permitted. 








TERRITORIES OF ALASKA, HAWAII, AND PUERTO 
and use of intox ing liquors at military posts 
l such regulations as may be pre scribed by 
al nt, or other oversea commander directly 
7. In ar ase of conflict with previous in- 
ral ‘ gover! 
ARY FT ARMY: 
DwicHt D. EISENHOWER 
Chief of Staff. Unit d States Arn y 
lars, Department of the Army. 
f 1ed only to agencies listed above. See 
EXHII 3 
Mitirarny—Drarrts THREE-PoInt RESOLUTION 
I PLES OF OPI rl 
( l ne ™ e! 
r admir I rs at 17th annual 
1710n on the 
t ar ’ of aleoholi 
velfa is | Lee State ind ir 
t il r I t i I 1 nel ol ra ‘ 
( ( I perso! | thereo 
( us ( i lua ( eT | ite 
( ay r at ik reservation 
rious States and that such sal 
I pies ( oO rale of the 
nti er ea ical use, and 
7 ( ( plated ensed hb existing 
pect for law, orderly control, and moderation, 
ed to adopt the following principles in respect 
ere he po t of sale is lo ated shall be followed 
of consu rs in respect to age and sobriets 
consumption on the reservation, post, or establish- 
be permitted to take containers or packages o 
post, or establishment; 


litary personnel on active duty, excluding civilian 


and Inactive Reserves, 


emplovees, 
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Exuisit 14 


Speecu oF Bric. Gen. Marcus L. Poteet, CHAIRMAN OF THE NEBRASKA 
Liquor ConTROL COMMISSION, BEFORE THE NATIONAL CONVENTION OF THE 
N. L. B. A. in Wasuineton, D. C., NovEMBER 14, 1950 


I want to talk to you concerning the Government in busine In your business, 
if you ples se As I see it, there are two fundamental objectior s to the present 
system of dispensing liquor in the defense forces: First, from the standpoint of 
law enforcement, it serioulsy weakens State control of the liquor business; second, 


from the standpoint of the liquor licensees, it provides serious and very unfair 


competition to your business. The importance of this problem is incres ’ 
the fact that for the next several years we are going to have at least 3 million men 
under arms 

I was the president of 3 post exchanges during the war. Since then they have 
changed the setup. In the old days the profits of the post exchange and of! ; 





club went for the benefit of the troops stationed on the post now the profits are 
ent to Washington and only a part of them parceled out to the mer tationed 
there. To forgive the State tax on liquor does not mean the enlisted man gets 
his beer any cheaper It mean tl at some post exchange or officers’ « lub stew ard 
can make a better showing and that Washington can take in more money to spend 
The Federal Government does not forgive its liquor tax to men in the armed 
services. Why, I ask you, should the States be asked to forgive their liquor tax? 
This all amounts to another tax on the citizens of your State, the crippling of 
' 


liquor control in your State and unfair competition for you 

Here is the way it works Usually someone who is entitled to buy it on the 
post says to his civilian friend there is no need for you to pay more than the 
wholesale price for liquor—I can get it for you at wholesal his means that 
not only all the business of men in uniform is lost, but tl 


the business of all friends of all the men in uniform, and 

















the men in uniform has many friends if they can get their liquor at cost rhey 
can sell minors and snap their fingers at the local control and authorities, local 
laws and law-enforcement authorities 

Local military and Naval Reserve units are being set up all over the 
where civilian members who constitute the Reserve come into this establishm«e 
and train on week ends When they go home they take from the post exchange 
or officers’ club or the Reserve Establishment whatever liquor they want for 
their own use and many times take home orders for their friend \ll this at 
cost \s soon as the reservist leaves the military installation he gain a civilian 

and a legitimate customer of the local liquor retailer 1y be a 
minor We lost control and the local retailer loses the ) 

In one town in our State a local naval institution set n of the 
Navy League to promote better feeling between the j 
of course, all the leading businessmen of the neighbor embers 
They were of the type that were case buye1 \ll of became 
entitled to buy their liquor at cost fy the post « e” Gl 
There was an immedia large drop in the number tow! 
rhis is the same situation as having a bootlegger in your community operating 
under airtight protection, and instead of charging bootleg prices it is sold lower 
than you can possibly sell it 

If a license is issued to a post exchange or an officers’ club it should be issued 
for sale for cons nptio! on the post only, with no off-sale privile pe 

In the interest of good busi and good liquor control tlis state of affair 
should be stopped. This is the Government in the liquor business at its wor 
We must supply the tax money to support the Armed Forces at e si! ould be 
given a chance to make the money to pay these taxes 

The local licensee pays a license fee, personal taxes, contributes to local charities 
and causes, builds roads, schools and many other things, and is entitled to this 
business Lut from the alcoholic beverage administrator’s stanc point there is 
omething more important. Without the power to license and tax there is no 
power to control We have a cause in this matter that is Cifferent from the ordi 
nary tax problem that is present in other merchandising 

Knowing these things the National Conference of State Liquor Administrators 
at their 1950 convention passed the following resolutior 

Whereas sale of alcoholic beverages to military posts on United States Gover 
ment reservations otherwise than by duly licensed retail establishments in contra 





vention of the law of the particular State in which the said reservation is located 
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have been found, as demonstrated by experience and observation to interfere with 
the statutory plan of distribution and taxation to impede control measures and 
to endanger the public interest: Now, therefore, be it 

Resolved, That the National Conference cf State Liquor Administrators condemn 
this interference with alcoholic beverage control as inimical to the common good 





and welfare and unworthy of the honor, dignity, and prestige of the Armed Forces 


The Armed Forces have a general policy of getting along with the local civilians. 
If we find that this is no longer in force we then should ask for a congressional 
place our retailers on an equal footing with the Government in business. To 

do this we should have the cooperation of your associations. We should all keep 
in touch with Mr. Paul E. Jorgensen, your coordinator, or Mr. Ralph E. Curtiss, 
uur Washington counsel, as it may be necessary that you use you influence 





with your Congressman concerning this matter 
With 2 million to 3 under arms for the next several years, some of 
them are bound to be located in every State and commu in the Nation; 
meanwhile you and your produ vill be taxed more and more to maintain this 
setup and the setup will become more and more your unfair competitors operating 
without any closing hours, controls, regulations, or overhead which vou must face. 
Fro he ad strators’ point of view this is a bad control situation. From 
your point of view it is an unfair business practice, and we should demand that 
the Federal Government, as represented by the Armed Forces, either get out of 
the liquor business or pay a license fee and tax the same as anyone else and come 
under the same restrictions and closing hours that vou are compelled to accept. 
you must have Government competition you should at least be allowed to 
meet it on something like equal grounds 
But more important still, this is a serious invasion by an arm of the Federal 
Government of the fundamental right of every State to run its own business and 
to control the liquor traffic in its own wa It is contrary to sound public policy, 
and beneath the dignity of the Federal Government, for it to seek to weaken and 


tear down the liquor control safeguards set up by 





various States, 


Exuirit 15 
[From the San Frar o Examiner, March 5, 1952] 
Mucu Vice at STONEMAN, LAWYER Says 


Vice, narcotics, alcohol, and gambling to an extreme degree’”’ are rampant at 
Camp Stoneman, an attorney chi Federal court here yesterday. 
In making a statement in behalf of his three clients, all members of the United 


] P +} 


States Army who had previously pleaded guilty to charges of theft of Government 


property, Robert R. Hipperle said: 





‘The situation at Camp Stoneman is such that it presents an extreme degree 
of temptation to the soldiers. It lt common knowledge now, especially 
among law-enforcement circles, that at ip Stoneman vice, narcotics, alcohol, 


and gambling to an excess degree are of daily oceurrence.’’ 

three soldiers, Pvt. Uriah H 5, of Naples, Tex., Cpl. William A. 
Glover, 22, and Cpl. Roland Marsh, th of Philadelphia, were sentenced 
by Federal Judge Oliver J. Carter to 3 years in prison for stealing $2,202 from 
their company safe. 

Hipperle had been appointed by the court to defend the three men. An Army 
veteran, he based his statement, he said, partially upon his own experiences at 
Camp Stoneman. 


the men admitted the theft of the funds, Hipperle declared that the 











handling of the payroll in the company safe was extremely negligent. 
At Camp Stoneman, acting commanding officer Col. Richard D. Boerem 
rges of vice at the camp. ‘The press is welcome at any time to 
investigate the situation,” he said. 


denied the char 
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Fort Myer Orricers’ OPEN MBsss, 
Fort Myer, Arlington 11, Va., May 28, 1953 
Drar Crus MemBErR: On June 1, 1953, a locker system, to be known as the 
officer’s central locker fund, Fort Myer, Arlington 11, Va., will be established. 
In order to meet the r quirements of the law, the locker system must be separate 
and distinct from the Fort Myer officers’ open mess. 


In order to accomplish this, it will be necessary for each person desiring to 
participate, to advance $10 and grant the attached power of attorney to the 
locker officer, for the purpose of procuril g a stock of assorted lit ors lo enable 
this system to be operational by June 1, 1953, it will be necessary for persons to 


join and forward their application without delay 

For the initial $10 a membership card and a card tor an adult dependent, if 
desired, will be sent by the locker officer to the applicant. This card will serve 
as a receipt for the $10 which will be used to maintain a stock of liquor for the 
locker system members to be available in bottles or case lots only. 

After the liquor stock is procured for the member, he may call at the locker 
office and obtain it. He will, at this time, receipt that he has received his goods 
and will give to the locker officer moneys to replace his stock in the locker system. 
Any time a member wishes to withdraw from the locker system his $10, or equiv- 
alent in liquor stock, will be refunded upon presentation of the membership 
card(s). 

Liquor bottles may be brought into the club and will be marked in your name 
and served to you by the drink. A service fee will be assessed for the setups and 
service. If you so desire you may take your bottle with you, when you leave, or 
leave it with the open mess 

Your immediate cooperation is essential to the establishment of the system on 
June 1, 1953. 

For the Board of Governors: 

W. C. FLoyp, Secretary-Treasurer 
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Mrs. Harpren. What is the estimated revenue loss in taxes to the 
Government? 

Mr. Josepns. There is no way of telling exactly what it is, but in 
that one instance which I cited, the District of Columbia, in excise 
taxes alone, it is estimated loses $25,000 a month, by virtue of these 
officers’ liquor clubs, and also the messes selling liquor. That does 
not take into consideration the losses from license fees, and the losses 
from income taxes, which the licensed dealers would be paying, and 
the losses to the District or the States if the business were channeled 
through the proper methods. 

Mrs. Harpen. I had some other questions, but you answered them 
in the course of your presentation. 

Mr. Joserpus. Thank you. 

Mrs. Harpen. Mr. Osmers, any questions? 

Mr. Osmers. No; I think Mr. Josephs’ statement, and particularly 
the exhibits he has furnished, are very convincing. The liquor 
industry is probably getting as mean a type of competition as any 
industry, and unless I have misunderstood some of the things that 
Mr. Josephs has said, nearly every activity of the armed services in 
connection with liquor is contrary to law. 

Mr. Josrerus. Definitely. 

Mr. Osmers. And if not contrary to law, certainly it is contrary 
to the regulations of all the services. 

Mr. Josepns. It is contrary to law, Congressman Osmers. The 
law passed in 1901 is very specific in prohibiting traffic in liquor in 
any Government—on any military installation, and it has never been 
repealed. That law has never been revoked ; it has never been changed; 
it was passed in 1901, and nobody paid much attention to the things 
that have taken place, and now it has almost been forgotten. 

Mr. Osmers. In the armed services, generally speaking, the enlisted 
men are paid poorly in comparison to the officers. Usually they must 
pay the top retail price for any liquor that they obtain. That is based 
on my own experience in the war. And | know that oftentimes the 
enlisted man does not even get an opportunity to get any liquor at all. 
: hat represents a sort of c ‘Jass distinction to me, which is very contrary 
o our American system 

Saar Madam Chairman, if I may at this point, I would like to say 
that I have had some very strong representations made to me in this 
connection by two men of my own State. One of them is Mr. Sam 
Moskowitz, general counsel aaa executive secretary of the New Je Tsey 
Retail Liquor Stores Association. He has asked me to tell the com- 
mittee that the New Jersey Retail Liquor Stores Association is 
violently opposed to the present situation as it exists at Armed Forces 
installations in and around the State of New Jersey, and that he 
hopes that this c committee will ke affirmative and forthright action 
to see that the law is enforced, aa that the appropriate secretaries 
in the Defense Department take real action. 

I have also heard from Mr. Albert Pell, president, Atlantic-Cape 
May County Liquor Stores Association. Mr. Pell is from Atlantic 
City. He has wired me at some length, also urging that the com- 
mittee take action to end this very unfair competition from the illegal 
liquor clubs and service bootleggers 
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I would also like to place in the record the fact that Mr. Rocco 
Bunino, of Blairstown, N. J., president of the National License 
Beverage Association, and president of the New Jersey United 
Licensed Beverage Association, has asked me to urge this committee 
and to impress upon the Congress and the Department of Defense 
that this unfair competition should be ended at the earliest possible 
date 

That is all I have, Madam Chairman. 

Mrs. Harpen. Mr. Brooks. 

Mr. Brooks. Thank you, Madam Chairman, I have no questions. 

Mrs. Harpen. Mr. Condon. 

Mr. Connon. Thank you, I have no questions. 

Mrs. Harpen. Mr. Pilcher. 

Mr. Prrcuer. No, Madam Chairman, except I would like to sug- 
gest that all the members of the committee read the speech of General 
Poteet, attached as one of the exhibits. 

Mr. Osmers. What exhibit is that? 

Mr. PILCHER. No. 14. He made the speech before some con- 
vention. 

Mr. Joserus. It is the last 4 pages of this statement. 

Mr. Osmpers. Yes. I have that. I have no further questions 

Mrs. Harpen. Mr. Ward, any questions? 

Mr. Warp. I have one question: Mr. Josephs, do you know if 
there has been any attempt made on the part of the Secretaries of the 
three services to issue regulations that were called for by Mr. Lovett’s 
directive of February 15, 1952? 

Mr. Josnpus. Not since that time; to my knowledge there has been 





no attempt to issue such a airective L think the directives which 
were Issued and are submitted here as exhibits were prior to that date ‘ 
Mr. Warp. Thank you; that is all 
Mrs. Harpren. ‘Thank you very much for your statement 
Mr. Josupns. Thank you. 


TESTIMONY OF CLEM D. JOHNSTON, VICE PRESIDENT, UNITED 
STATES CHAMBER OF COMMERCE 


Irs. HARDEN. Our next witness is Mr. Clem D. Johnston, of th 
Chamber of Commerce of the United States 
The witness was duly sworn 
Mrs. Harpen. Mr. Johnston. vou may proceed. 
Mr. Jounston. Madam Chairman, | have a prepared statement 
which I will file with the committee, and in the interest of conserving 
time | will refer only briefly to it 

My name is Clem D. Johnston. I operate a farm near Roanoke, 
Va., and I am also engaged in warehousing, and the wholesale grocery 
business 

| appear before your committee representing the Chamber of Com- 
merce of the United States, of which | am vice president. I am also 
chairman of the chamber’s committee on policy, a member of the 
executive committee, a member of the committee on national defense, 
and a member of its committee on Government expenditures. 

The membership of the United States Chamber of Commerce, at 
its annual meeting in April of this year, adopted a policy statement 
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which strongly opposes Government competition with private enter- 
prise. A copy of this policy statement is appended. 

We have begun an extensive study of this whole problem of com- 
petition, Government competition with private enterprise in com- 
mercial- and industrial-type activities. My comments here today are 
therefore in the nature of a preliminary report. The chamber will be 
happy to assist this committee and its staff. 

The commercial- and industrial-type activities of the National 
Government cover a wide range of products and services, many of 
which should be turned back to private ownership and operation. 

[ would like to direct my remarks for the moment to the com- 
mercial- and industrial-type of activities of the Department of Defense. 
And I might add that during the war I was Chief of the Warehousing 
Division of Army Ordnance, Field Service, and following the war | 
was the warehouse consultant to the Reconstruction Finance Cor- 
poration, and helped with plans to clear up the situation with respect 
to the disposal of surplus property. And more recently, within the 
last few months, I have been with Mr. Taber’s committee, on the 
House Appropriations, in the investigative staff, over at the Pentagon. 

Wein the United States Chamber of Commerce have received many 
criticisms from our members. While I was in the Pentagon Building 
I made some personal investigations, into the matter of box manu- 
facturing at the defense installations, about which testimony has 
already been civen. 

I would like to add that as a representative of the House Appro- 
priations Committee I asked for cost figures from the three services. 
They had excellent overall service figures, as to the amount of board 
feet of lumber, the number of people employed, but no detailed cost 
figures as to what it cost them to make the boxes. Such investigations 
as we were able to m: _ indicated that these activities are costing 
over $100 million a year, and that at least $25 million a year could 
be saved through the use of commercial contracts, instead of using 
Government operations. 

There are hundreds of manufacturing plants in the different in- 
stallations; some of them costing in excess of $200,000 for equipment 
alone in the setup. 

Again, in the matter of housing, and I think you have heard from 
he National Warehousing Association, but I would like to say that 
made a considerable personal investigation in that, which indicates 
that today there are 5 million square feet of warehousing space, 
which would cost over $30 million to build, that is occupied by house- 
hold effects, and also that there is no law or authority for having the 
storage of household effects by the armed services. It is being done 
in contravention of law; this space is not available. 

Furthermore, and I think possibly this has already been brought 
out in the testimony, this same service can be performed by existing 
commercial establishments, which have over 8 million feet of space 
available in the commercial warehouses, and at one-fifth of the cost 
that it is now costing the Government to perform that same service. 

Again, the matter of commissaries has come up many times. I 
personally investigated the justification of 75 or 80 Army commis- 
saries before beimg put into operation. The things they brought 
out to me were rather astonishing: One, the fact that less than 10 
percent of the users the law permits to use the commissary live on the 


t 
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post. The others were out in the city. Again, it was costing on the 
average, that is, the Government commissary was selling for 23 per- 
cent, a little more than 23 percent, below the cost of the commercial 
establishment in the local community. 

The total business they had was estimated in the neighborhood 
of $150 million per year, and the cost in regard to that service was 
about $30 million per year. You might call it a subsidy. 

The justifications were rather revealing, a lot of the reasons given 
in the justification were that there was not adequate parking space 
furnished by the commercial ee around the city, and 
those that were were not identified, and as I indicated, only 60 per- 
cent of the personnel were living in the installations at the time 

Also, the “Vy are running no cost records, no really food records of 
cost of the operation of these commissaries. 

For one thing, I had evidence that there are about 5,000 uniformed 
personnel employed in these commissaries, and there was no charge 
made for the 5,000 men who are drafted for the defense of their 
country and are put in as clerks in groceries. 

Now, with reference to this matter about cost records, which is 
the key to it, we from the chamber of commerce believe that the 
Secretary of Defense should work with the Comptroller General of 
the United States in the development of a uniform accounting 
procedure to be followed by the local head of each industrial activity 
in determining the overall costs of operating his activity and the all- 
inclusive costs of each unit of production or hour of service. These 
well-established and uniformly assembled costs will form a sound 
basis for comparisons with private industry and determinations as 
to the efficiency and economy of the activity. 

In determining whether existing Sore commercial- and 
industrial-type activities should be contfhued, or whether new ones 
will be initiated, we recommend that the followimg tests be applied 
And these are set out on page 5 of the prepared statement: 

First, is it essential that the Government carry on this activity 
In the Military Establishment, is it affirmatively demonstr: ae that 
such activity is operat required for military effectivenes 

Second. If a Government enterprise carries on this ac tivity, could 
it not be provided by private enterprise? Does the Government 
operate the activity more efficiently and economically than other 
available sources? 

Third. Is the Government peculiarly fitted to perform this service? 
Why? Precisely how? 

Fourth. Is there continuity of demand for this product or service 
such that private risk capital could reasonably be expected to take 
on the activity? 

And fifth. Are there accurate records of all elements of cost? 

I think on this matter of the effort to maintain accurate records 
again is the place where they could figure, if they are using these 
enlisted personnel, there would be added in something like $10,000 a 
year, which is the amount that it costs them to maintain a man in 
the service, and if they added in all of the other pertinent elements 
of cost, from good accounting procedure standpoint, it would remove 
much of the difficulty with which we are now faced. 

If we believe in a free competitive economy, we must search out 
and reprivatize every Government business-type activity that is not 


9) 
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essential to national security or which private business can perform 
more effectively, when all costs are taken into account. 

That is the end of my statement and I submit now my prepared 
statement and attached exhibits 


The statement and exhibits referred to follow: 
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fied, or discontinued Also, the Secretary of each military department should 
require that a cost study of each activity’s annual operations be made an integral 
part of the survey In this respect, the Secretary of each service should require 


l 


that the local head of each commercial and industrial activity submit directly to 
the coordinating office in each military department all pertinent cost information 
for operating that activity. 
The Secretary of Defense should work wi 

States in the development of a uniform accounting procedure to be followed by 
the local head of each industrial activity in determining the overall cost f oper- 
ating his activity and the all-inclusive costs of each unit of production or hour of 
service. These well-established and uniformly assembled costs will form a sound 
basis for comparisons with private industry and determinations as to the efficiency 
and economy of the activity. 











BASIC POLICIES AND CRITERIA 


In deter ining whether existing Government commercial- and industr i | 
activities should be continued or whether new ones will be initiated, we recommend 
at the following tests be applied: 
1. Is it essential that the Govern 
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Also, to the extent that decreased Government competition all private bu 
to expand, the tax base will be expal 1 

rhird, there will be indirect savir to the Governmen For example 
tions in overhead costs will result as a Government : nev divests itself of the 
enterprise Therefore, there will be realized additional budgetar avings re 
ing from reduced payre lls, ete. 

While there are manv business-tvpe activities that the Govern: 
necessity, continue to operate (for example, housing and other service n sé 
military and other Government installations that are remote and not ea 


accessible) ; there are many other areas where curtailment of L activities we 
' 
l 


reduce Government expenditures and provide room for the expansion of taxpa 
private busine 

As President Eisenhower has stated: ‘I believe in our dynamic system of 
privately owned businesses and industries. They have proven that they car 
supply not only the mightiest sinews of war, but the highest standard of living 
in the world for the greatest number of people.”’ 

If we believe in a free competitive economy we must search out and repriva 
every Government business-type activity that is not essential to national security 
or which private business can perform more effectively when all costs are taken 
into account. 


7,e 
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APPENDIX A 
GOVERNMENT COMPETITION 
Basic principles —Any invasion by Government into the area of private 


enterprise weakens the foundation and threatens the existence of a free economy. 
Such invasion constitutes unfair competition with the citizens of the United 























States; repre ts the commitment of and continuing demand for billions of 
dollars of tax mnevys: increases the costs and decreases the efficiency of Govern- 
ment; creates a heavy burden on taxpayers, and constitutes an inflationary threat. 

Federal enterprises should be transferred, wherever practicable, to the people, 
acting for the ves or through private business entities created by them. Such 
transfer 1 the Federal debt; reduce or eliminate future Federal expenses; 

rea r ies to Federal, State, and local governments through additional 
ta | t ente! de! te ownership, and remove the Federal 
Government from unfair competition with its citizens 

Cher urgent need for immediate development of the best possible plan to 
transfer Federal enterprises t« private enterprises. 

l Oo ‘nt agencies engaged in competition with private 
ente! ild | ially by reputable independent, professional 
accounta ind the reports of their audits should be made publi 

OVERNMENT CREDIT AGENCIE AND CREDIT CONTROL 
Rest 10 of Government lending Government credit extensions and Govern- 
t intervention and bureaucratic action in the field of credit present a menace 
to chartered banking and the private enterprise svste! 

There ild } ear] withdrawal of Government competition with private 

7 in t lending field and persistent reduction in the scope and power of 
( \ t ng agencies 

APPI 1X B 
} of corp 110n wind certain | ness-tyupe activities of the United States Govern- 
ment, t agency pl ) 1952 
Corpora 
“Department of Agriculture Millions 
Commodity Credit Corporation $2, 241 
Far Cred Administra 
Bar KS tor coopera ves 13 corporations 137 
Federal intermediate credit banks (12 corporations 987 
Produc } ions (12 corporations 52 
I ty | ¢ 1OT ; 1] 
il Far tior 30 
Dep t of ¢ Ink Waterways Corporatio 15 
epartment of the Interior—Virgin Islands Corporation | 
Depar nt of Just Fed Prison Industries, Ine 22 
Department of Stat Institute of Inter-American Affairs 27 
| ( Import Bank of Was rtol 2, 563 
Federal Deposit Insurance Corporatio: 1, 438 
H i i Hom | Avene, 
Ho Loan Ba 
federal home loan banks (11 corporations 1, 042 
Federal savings and loan insurance corporations 208 
Federal National Mortgage Association 2, 116 
Publie Hous g Administrat mn 965 
Panama Canal Company 178 
Reeo ictio ‘inance Corporation and certain affiliates: 
Kxelusive of assets held for the U.S. Treasury 702 
\ ts held for the U. S. Treasury 497 


War Damage Corporation (in liquidation | 
Defense Production Act of 1950 2 117 
Defer Homes Corporation (in liquidation ; rid 14 
Smaller War Plants Corporation (in liquidation) sh 3 
Tennessee Valley Authority , 1,545 


5 total, corporations 15, 545 
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Certain business-type activities 


Department of Agriculture Millions 
Agricultural Marketing Act $180 
Farmers’ Home Administration 580 
Disaster Loans, ete., revolving fund 35 
Rural Electrification Administration 1, 988 

Department of the Interior—Indian loans and Puerto Rico Recon- 

struction Administration 23 

Housing and Home Finance Agency 
Federal Housing Administration 178 
Alaska housing program, community facilities service, ete 110 
Public Housing Administration 1, 126 

Atomie Energy Commission, Defense Materials Procurement Ageney, 

Departments of the Air Foree, Army, Commerce, Interior, and 

Navy, ete 19, O81 

Subtotal, certain business-type activities 23, 602 

Total 39, 148 
urce: Daily Treasury Statement, Dec. 15, 1952, pp. 14 


APPENDIX ( 
QUOTATION FROM DEPARTMENT OF DEFENSE MSSR IN DIRECTIVE 4000.8 


‘“B. Commercial- and industrial-type fac 
‘1. Commercial- ar 
houses, motor repair shops, bakeries, and laundries) operated by each of the mili- 
tary departments shall be made available to the maximum extent for the use of 
any of the military departments. Existing commercial- and industrial-tvpe 
facilities shall be surveyed to determine the need for their continued operation 
and retention. Such facilities will not be continued in operation where the 
required needs can be effectively and economically served by existing facilities 
of any department or where private commercial facilities are available, except to 
the extent that such private commercial facilities are not reasonably available or 


id industrial-type facilities (including, among others, ware- 


their use will be demonstrably more expensive or except where the operation of 
such facilities is essential for training purposes No facilities, not in operation, 
shall be retained unless necessary for mobilization reserve. Cost accounting 
methods will be employed to assist in formulation of decisions concerning cross- 
servicing, establishment or continuance of such activities in or under the Depart 
ment of Defense. 

“2 Additional facilities of these types shall not be established or acqui 


Li 
by a military department unless the required needs cannot be effectively set ved 
by existing facilities of all of the departments or by private commercial facilities 
Except in a zone of action (e. g., Korea), no such additional facilities shall be 
established or acquired without prior approval of the Secretary of Defense” 
(DOD 4000.8, III B). 


red 


Mrs. Harpen. | was interested in your statement, Mr. Johnston, 
and the suggestions you made for possible improvement in the situ- 
ation. Do you feel that the Military Supply Regulation 4000.8 is 
not being properly implemented? 

Mr. Jounston. The answer is “No.” I am fairly familiar with 
the statement of the Under Secretary of the Army that there has 
been very little progress made in this, and that there has been, well, 
little effort 

Mrs. Harpen. Would it, in your opinion, be adequate if imple- 
mented? 

Mr. Jonnston. No; I do not think so. I think we have to have 
a more thoroughgoing study, and I think the General Accounting 
Office itself should make the study, because the armed services has 
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been going along so long, disregarding certain essential elements of 
cost, that I think the General Accounting Office should actually set 
up an effective cost-data system. 

For instance, in the matter of Government charges and in the 
matter of transportation costs, we have had evidence of a baker’s 
wagon going 175 miles to Miami to pick up bread and bring it back 
to a commissary, with no charge for transportation; also, the fact 
that uniformed personnel would be used, with no accounting method 
in the armed services to show such costs. 

And that is just the beginning of it. There is never a charge set 
up for light, heat, power, and rent, and in lieu of taxes. I think tha 
an exact accounting procedure should be established. No doubt the 
armed services could do it, but there is such a history back of it, and 
there would be such opposition from certain elements in the service 
in regard to commissaries, and things of that sort, as being a part of 
the things to which they are justly entitled, that I think an outside 
agency would have to be brought in to establish such a system. 

\irs. HarpDEN. Do you feel that the issuance of an Executive order 
would be preferable to legislation correcting any existing situation? 

Mr. Jounstron. I think it would be very effective; if the Chief 
Kxecutive should issue such an order to each of the various branches 
of the service, and, if that did not work then legislation could be 
resorted to. But I have not made any very careful investigation of 
hat 

gut at the moment I have not seen anything that goes that far. 
I have not known of any of the services in the Pentagon Building 
trying so correct many of these things. 

Mrs. Harpen. Have you any idea of the number of employees 
engaged in all of the commercial and industrial-type activities in the 
Federal Government? 

Mr. Jonnston. I am afraid I do not have those facts. 

Mrs. Harpen. Mr. Osmers, any questions? 

Mr. Osmers. I am indebted to Mr. Johnston for the creation of a 
new word, “‘reprivatize’’. 

L would say that Mr. Johnston has been one of our most courageous 
witnesses, in that he has been willing to set up for us basic policies and 
criteria, and he has done a very fine job, for defining those activities 
that are competitive, and necessary for the Government to do, and 
tiose which are not. 

Mir. Jounston. Thank you. 

Mr. Osmers. Now, do you feel that it would be possible to write a 
law that would be so forceful and clear in its terminology that it could 
be used as a guide for this, or do you fecl that we would have to require 
the exercise of good judgment in each individual case, rather than 
strict legislation? 

Mr. Jounston. I think that the law could go so far as to require 
that they set up good accounting methods, and that their record be 
kept on any and all operations. I think that a law might well do 
that, but I would suggest the General Accounting Office administer 
that operation, or set up the administration of it. It is possible that 
a law would not be necessary. Of course, it is something that would 
require the exercise of good judgment. 

Mr. Osmers. We have had representatives of the General Account- 
ing Office here, Mr. Johnston, and it is possible we may have them 
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back. Some good work has been done along that line, and there 
is much yet to be done. 

In those instances where they have used up-to-date cost-account- 
ing methods, the Government operation has always been very ex- 
pensive, as compared with private industry? 

Mr. Jonnston. I might add that has been my observation, after 
about 30 years in the military service, which is, that the Govern- 
ment’s operation is about 60 percent under commercial efficiency. 

Mr. Osmers. That seems to be about what everyone has founda 
on that. 

Madam Chairman, I would like to say that Congressman Poff, a 
member of the full committee, told me that he regretted very much 
that he would be unable to be here, but to point out to the committee 
that he had to attend another meeting 
Mrs. Harpen. Thank you. Any questions, Mr. Brooks? 

Mr. Brooks. I have no questions, Madam Chairman. 

Mrs. Harpen. Mr. Condon? 

Mr. Connon. No questions 

Mrs. Harpren. Mr. Pilcher? 

Mr. Pircner. No questions. 

Mrs. Harpen. Mr. Ward. 

Mr. Warp. Is the material available, Mr. Johnston, that you 
‘veloped for the Appropriations Committee? 

Mr. Jounsron. That material was developed for Mr. Taber’s com- 
mittee. I believe that Mr. Taber would be very happy to have this 
committee make use af it. 

Mr. Warp. Thank you very much. 

Mrs. Harpen. We will be very glad to have it 

Thank vou very much for coming; we appreciate your statement. 

Mr. Jounsron. Thank you. 


TESTIMONY OF VICTOR SHAW, SR., INDEPENDENT TIRE DEALER, 
CHARLOTTE, N. C. 


Mrs. Harpen. Our next witness is Mr. Victor Shaw, of Charlotte, 
N. C., an independent tire dealer. 

(The witness was duly sworn.) 

Mr. SHaw. Madam Chairman, may I assure you that I will not 
take more than 2 minutes of the committee’s time. I have a three- 
page written statement, which would not be as dramatic as the box 
or liquor discussion. 

May I say I am glad to be here. When I came, I thought that we 
had all of the troubles; but, after listening to the testimony of others, 
[ do not want to impose upon the committee the reading of what | 
have prepared, except to say that Mr. Osmers this morning asked the 
gentleman representing the tugboats, Mr. Crowley, if it were necessary 
for the Government to make tugboats. 

My answer would be the Same, as relating to recapping of automo- 
bile tires. There are already some five plants that we do not believe 
at all are necessary, and we hope that an investigation will be made, 
which will prove that we can do the job as well as the Government. 

I have copies of my written statement, which I will be glad to leave 
with the committee. 


35810—53—pt. 1——-21 
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Mrs. Harpen. It will be inserted in the 
The statement referred to follows 


TIES IN GOVERNMENT 


record. 


STATEMENT OF VicTOR SHAW, SR., INDEPENDENT TIRE DEALER, CHARLOTTE, N.C 








M bir Victor Shaw I i dept lent tire dealer engaged in selling, 
recap} und repail tires in Charlotte, N. ¢ I want to thank the committee 
i t ty to ake these ft ! ur 

As we all know. there is a easing number of independent businessmen 
tor vho are becoming more di iraged because of the Government’s engaging 
in private | ess The independe businessmen feel that they pay the taxes 
whi make these Government operat s possible, and they can see no real relief 
in tax red ons in the vears to come Thev believe that it is unfair for the 
Gove! ( to use the taxes which they pay for the purpose of engaging in com- 
petitic ith then Thev feel that there is » need for this unjust competition, 
except possibly in those instances where the independent businessmen cannot 
proc et ods required by the Government And in the field of tire recapping 
and repair n which la engaged do no ink that any such exception 
t 

Ha selected as one of the contractors for recapping automobile tires 
duri the Second World War, I feel that I can speak from experience, because 
in our plant at ¢ arlott« N. ( we re upped and 1 vaired over 100,000 tires over 
a perio ) rs for the Army 

We all kr vy about tl confusion brou rbot rouch the shortage of rubber 
ut ‘ ! of the Second World Wax \ ths of fumbling around with 

prol f having sufficient tires for A ind Governme vehicles, a group 

of inde pende! tir lealers it ve or exper were asked by the Govern- 
ment rk out some plat b ! ndous quantity of tires needed 
ce 1 | Lipp 1 It wa fir 1¢ appoint ertall ndepe ident tire 
recapp roughout t Nat or Many of these shops, like 
e, ha ( recapp rerepalr i Ohi for 25 vear: The records 

! the hops ata prod yu ect -v, and that 

‘ wa ever al ous pro ‘ f recapped tir Similarly, 
{ I how that tl lep lid work of the highest 

| 1] l turnin ‘ oO trained, or tried to train 

i , of a few weeks, the Aj eT el who were utilized to do this work 
for tive opera overseas 

rt Y) ‘ sutomobil ire i science that r ires long expe- 
rier i t ood worl Id | i aggeration to state that the 
i race yp bas an inve t of ) thar $30,000 n equipment. 
And w ! unt improvements being ma essarv to invest in new 
r ) 1 l mprovet unit id IVALLADI« Just ver il our own shop 
we fo ( sary to pureha vdditio old equipment costing $5,000. 

As | outst we do mn ( reas for the Government to enter 

I field I lependent I n are unable to do the work required 

he G ner lo my knowledge Oo ha iggested that the independ- 

I lealers ar inable to perfor olume of recapping and repairing 

juired the Government We did it ing the last great war, and we cer- 

niy Ca ao it now We have shop Lor ed in every city of any size in the 
country and we have the finest equipment available 

Nor do I think it ean be said that we cannot perform this work at a reasonable 
price Actually, it necessarily must cost the Government considerably more to 
perforn operatior At present the Government has five Army Ordnance 
depots doing this tvpe of work It is obvious that whenever one of these depots 
do work for an Army camp located mar iles away, excessive shipping costs 
ay lved rhe tires to be recapped repaired must be shipped from the 
ca pto depot and then shippe i back again after the w rk has been done. All 
of these shipping costs would be eliminated if the work were done by an independ- 
ent dealer the locality of the camp 

I understand that the Government has, to some extent, sought to justify this 
encroachment upon private business with the contention that it is necessary to 
use the Army depots to train Army personnel who may be required to do such 
work o a In my humble opinion this argument does not stand up under 
examinatio In the first place, it appears that in actual practice the Govern- 
ment is presently using civilian personnel rather than Army personnel in these 


ae 
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operations In any event the inde pe nder tire deal rs C¢ ild the elve readily 
provide training for such Army personnel, a ey did in World War I] Mor 
over, Il am positive that in anv future emergency the ir lependent recappe! ol 
this Nation would themselve upply all the necessary personnel to operate 
recapping molds overs 

Sines it has beer proven and is a matter of recor 1 that the indepet lent rec ippel 
can do this job of recapping military tires, it is my hope that your committee will 

a thorough investigation of the problem which is before u And | 

be of any help in any way it would be only necessary that you let me knoy 


Mrs. Harprn. Mr. Shaw, what 
knowledge, handle tires through their commissari 

Mr. SHaw. The Army. 

Mrs. Harpren. The Army? 

Mr. SHaw. Yes 

Mrs. HarpEN. You mean just recapping? 

Mr. Suaw. Yes, just recapping. 

Mrs. Harpen. The recapping is in the Army? 

Mr. SHaw. Yes We did the job in the last war very satisfactorily 
and we feel we can prove that there is no necessity for thes plants 
existing now, and where they are used in the Army, civilian personnel 
is used in the plants. 

Mrs. Harpen. Mr. Osmers, any questions? 

Mr. Osmrers. Mr. Shaw, do you think you can recap tires mor 
efficiently than the Army, and more economically? 

Mr. Suaw. We proved in the last war, and | believe there was ar 
investigation made that developed that the costs were exces 
(Army at that time. 

You recall the confusion that existed in World War IL with respee 


Government agencies, to your 


( 
{ aah at a ] 
to rubber, and the commercial and independent tire dealers go 
together, and we were able to do the job which was not possi! le for th 
4 


mn litary rr cappin r to do for the Army vehicles. 

Mr. Osmers. That is all I have, thank you. 

Mrs. Harpen. Mr. Brooks, any questions? 

Mr. Brooks. I have no questions; thank you, Madam Chairman 

Mrs. Harpren. Mr. Condon? 

Mr. CONDON. | have no question 

Mrs. Harpen. Mr. Pilcher? 

Mr. Prncuer. No questions, thank you. 

Mrs. Harpen. Mr. Ward? 

\ir. Warp. No questions. 

Mrs. Harpen. We thank you, and appreciate your coming, Mr. 
Shaw 

Mr. SHaw. Thank you. 

Mrs. Harpen. | appreciate the te stimony and the cooperation Ol 
the various witnesses, and we will recess the hearings until the General 
Accounting Office completes the investigations that it is making for 
the subcommittee. We expect to have their findings by the middle 
of July. After the GAO has report d its findings to the subcommittee, 
we will ask the various agencies involved to appear and render such 
testimony as they consider appropriate 

The meeting is now adjourned. 

At 12 o’clock, noon, the meeting adjourned.) 








APPENDIX 





STATEMENT OF REUBEN S. HASLAM ON BEHALF OF THE NATIONAL STATIONERY 


nent is made on |} f our client, the National Stationery and 

















Offic } ) t Associatic 1 de iatio ving approximately 2,000 
I ta ery and ce ¢ pment let ( in its membership These 
case rate retail stor n every section of continental United States in order 
to su t r Natior h office equipm und office-supply 
t ‘ ar or their oneratio he lso provid ict fic with required 
( ) iffice-equip t ficient working order 
Office equipment and office-supply dealers, as a rule, are small independent 
merchant Che trade is highly competitive, and the success in volume sales is 
lependent on the specialized services provided by such dealers This is especially 
tr ‘ nectio ith the sales of and miscellaneous office-supply items 
such as pen me ete., since tt products are also sold by department stores, 
variety chainstor ift shops, dr tore 1 other classes of retailers 
De I the st mnerv and offie juipment trade are firm believers in the 
America i private compe ive enterpris At the same time they are 
stror opposed to Government ¢ petitien with privat lustry During 
rec i wever, with the growing use by the Government and particularly 
trac ‘ 3 in office equi ‘ ypl ive recluded f 1 
+ I t in ute comy 1 educational | titut wl nor 
: ' lar] nure é if eq ) t and offie Dil ) ch dealer 
b of Go I n t p Cle comp st contr to obtain suc 
ri 1 supplies from or e General Servi \dministration. 
r ( am for G I ( rivate enter 
DI | ympanies 1 institutions located in every section of the country 
Ir led amo ich org tio! accord to information received fron 
associat members, are Grand ral Airerait Corp., and Derr-Aero Teeh it 
\ North A rics Avi: t ( Douglas Aireraft Corp., Consolidated 
\ 4 . \ . ¢ i 4} : I iy r + ¢ a ‘ rnin { ‘ \ ti £ } oust I leetri > 
( 1A fe a 1 ( | B Nir ft, ( | ys I 
} of G ral M M ( \ ht Corp W 
} ric Car & Fy ry ( N \lexico; the Gene lectric 
( ] ( pP { ( oO 1 \ir ( l ,noma 
( lid \ Aircraft ( 3 Aire t Procter & Ga Co. ir 
r rr i ] ( \ | 
rder t compel rivaté Aan) ind ins tl » obt tl office 
i ul I is I { ( Ll Se! \ m - ré tie n eC (iov- 
ernn t ha veloped a legal f ler which it 1imed that such private 
instituti ire agents of the ( ernment for purposes of obtaining their office 
equipment and supplv need It fict appears to be based on two decisions 
of the Comptroller General published at 21 C. G. 273 and 21 C. G. 835 In those 
d , the Comptroller General ruled that a cost-plus-a-fixed-fee contractor 
was compelled to purchase typewriters for use on such a contract at a price not 
in excess of that permitted to be } 1 by an agency of the Government. Since 


it is obvious that a cost-tvpe contractor could not be tre 


reated as an agency of the 
Government or even as an agent of the Government for all purposes, it would seem 
ymptroller General's decisions are ones f convenience as distinguished 
I | legal prin ple S | ir he r, Since those decisions were 
directly concerned only with the purchase of typewriters—which purchases are 
subject to special statutory provisions establishing maximum prices on Govern- 
ment procurement—it is most doubtful that the decisi support the current 
policy of the Government of applying the decision to other office equipment and 
supply items not subject to any stat ry restrictions as to price. Certainly, 
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mere dictum in the decisions of the Comptroller General should not support a 

















policy so damaging to dealers in the office supply and equipment trade 

Under another legal fiction, the Government asserts that it owns and « trols 
all such equipment and supply items and that in event any given instituti 
should cease to hold a cost-type contract, the Government woul en take ‘ 
the supplies and equipment obtained by the institution through General 
Services Admir and dispose of them in the same manner as if t 1 
been in the possession of an age V of the ( er! 

It i 1e contention of the Governmer! of course, that the policies deseribe are 
beneficial to the Government beca e ofhice equipment an Dplv ite i 3 
AVA wie to ¢ t-tvt contract wer prices than Oo 1 be the ¢ ( tl 
co ractors obtained these iten iron 1ea s tn ‘ re ils channe ot t - 
tior \ ce cede that the it to the Cau ment of thee ec el I 
office sup} ite1 generally somewhat lowe! al e commercial pri and 
fac sometil lowe! ha e } ce ad é I st pa I ( I I 1 
LOW i he etua ( t the ¢ ernme! neces \ eC! ( ¢ 
ed DI { ind I ure furl hed to cost-tv} ( ra ( 4 tl 
Government co ¢ is t malt ins ownership a co re er a ems 1p] 1 
to cost-tvpe ci sctors, « ) ' t must see to that a elaborate ten I 
I ( I I { i t oO : f time I pl 1 ppt 
ite t « t which a the posse on of some private compar r inst 
tior Certs cost of keepir sf ord ¢ pe. ! ( 
wl one considers the a cost t e Go nim of tl ply and ¢ 
rie te t j ce tv ( 1 iC I AY ¢ cn e { I 
mie “ aiso be co! ! 1} ( ( e cost « i vil i 
( the Ge Servic Adn at ts tho 1 of em} ( 
Fin 1 e ( mer I I om si I ( ( ne n ¢ nec 
with « type ce rac { Oo tha e supplie und ¢ mu f ( 

t ( Lhe T i { ol T tr \\ abil { 

a ( ) t t t 5 ! ti i { ‘ ( i Lo [ i I! { 
cal e proved 

I the ‘ ( ( T er ai ( ‘ t 18 to \ é 
ce 1ctors ch col ( rs ¢ { I fui ser Ce i 4 1 { ( on s 
of 4 

[ } Mm Col tic of our « ! that the ac { of t] (ye al S ces 


the ke il ( rnnv ina igen ~ mpe on V h othe pme! nd 
s V stificatic | I ett ; 
th y ( iit oni i ro} | g al sre f 
and { GSA from « I I \ I \ ( 
eq 1 offic : | mnt 1 l I i 





Coa ( 
i 1] T) 
I R CO \ N } . rs ( A ' » i 
Wi tere the i I l S ‘ ¢ 
chair ul oO | f = r 7 ° 
pri i I 
with H. | 9 and rages ; 
Val : { ship as ull i pal ur ‘ 
to repairs t 1val vessels 
It has occurred to me that yout sine: caihaih Nii tee Ra ind abil 
t] state nt tor incorpor ( in t ( rd o ( 3 as } oO the 
su utter ( ve ’ s 1 dated anuary 12, 1953, 
therefor ci tr i | i Other ies are vilable ruld 
requ ( 
all fairness to the Navy, it should be stated that since this letter was 
the writer has conferred several times with the present Under Secretar 
ol re Navy, who has proved to be not onlv most ut rstand g but a confirmed 


advocate of private enterprise. As a result of orders issued by hit ore repair 
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naval shipyards 
yet to measure the net ultimate 
the fact that it Was not received 


au of Ships of the Department 


and is being strongly opposed 
al shipyard unions at the sites 
a t reducing employment 
of tl polcy is to reduce em- 
ndi! increase that in the ad- 
lecreas Ll ¢ pioyment, merely 
require in this connection, the 


L. R. SANFORD, Preside nt. 


k 6, N. Y., January 12, 1953 


d from the text of House Res- 





s, 1953, d fr n press reports 
iete inquiry to all phases of the 
the G ( nt of the 

re 1 toward the nationalization 

e mad to the 1 V con- 

( ete with private 





INDUSTRY 











i 1s ndispensa rv to the Amer nerchant marine. 
1 rin ul ot only for the transport of men 
' ove iS 1 war ¢ 1 ‘ and for the maintenance of 
the ex t and import trade of t 1 States, both in peace and war, but 
art I r the import t U1 1 States of cert: i tegic mate- 
rial of vari Kinds, parti ‘ 1 tails I ore and 
troleu e need for whic ‘ ed greatly I] Many 
f these i ‘ ’ trategic materials so vital to nat either are 
10T AN the United States, o1 a lat only in limited quantities 
| t is lusty rves the merchant marine by the 
int ‘ hich comprise it It i ndispensable to 
curity | ( ailal evi f war or national 
( I 1 unta t t re nt si and the naval 
( I Lor ut t war ca it De uccesstully 
\\ 1 I is vould be i tent to maintain 
‘ 1 I | il War as ! ( as possible from its own 
1 rosecuting f I ddition to 
' a ‘ . wnt ar il fl d World Wer 
| rie I irda \ 1 ] { repall i é imbers of both 
i ) S well as captured and interned 
1 t e i j Ip rey I 1 rv was estab- 
( el first \\ i War I, then by World War II, and now by 
or lispensabil ( 1 by the Federal Government—particu- 
| tt 1 AT ( | the N 
On the r hand, while the Department of the Navy acknowledges the neces- 
f¢ ‘ I privately operated 1 owned shipbuilding and ship repair 
I evel | | co 1 formidable competitor of that industry. 
l 1 ri Gove! ent | rds which have been expanded to unprec- 
ed te T or ms A j ( co l exp d 
I rest but. se what disconcertir to note that this trend and this 
‘velopment has not been limited to the relatively few vears that have elapsed 
ce the conclusion of World War IT, although undoubtedly it has greatly accel- 
rated during t it. period As long ago as 1933, Congressman Shannon initiated 
the appointr of a Special Committee to Investigate Government Competition, 
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pursuant to House Resolution 235, 72d C 

Smith, then president of the council and an of 1 board, testified 
relative to the constantly increasing compet id prevailed ce World 
War I between navy yveards and private hat testime is equally 


applicable today, although the t ion has become much m 


Before World War II, the relative pattern had been a total emplovment in the 





naval shipvards of less than half that in the private indutr Now the empl 


ment in 10 naval shipvards and 1 Coast Guard shipvard is greater than the total 





























1] two lar ( KS {01 { I ate } ited ee I 1 
private Vard i ( ( i San Ky Ba I er Le red 
by cor nator ear i \ e Na This 1 per nas s ( een 

na 1, } he Nay ( i wy LiVA | ur 1 Vi 

In e southern California a e Lor Bea vaval Ship do ernimal 
Island, which had been de vated el e war ! is been reactl ted in 
o1 mn wit! e Korean situation and now reported to be ¢ rie f Ca©riy 
g O00 ey \t ( me time the pr itelvy owned n-re} I ur hat area 
ar One! aly stata eleton or maintenance crew level | 1 e of a tact I 
repair wor 

\i ot e naval DA Or \ ng perl I d at Long Beacl il 
Shipvard and a e other ival shipvards could be p rmed more expeditious 
and ore ec 10 allv | the p te p-rep Var 

Che above in ne ure ited bec or Tr ent persona ont t ! t the re 
indicative f the tuatior enerally j e naval pvards | re are 4 ich 
naval ipvards on the Pacif coast, | La \r ( > at San Frat seo and | 
at Bre erton Puget Sound Qn the \ int ( oas ert ire ] ‘ I rds, 
loca ed at Port mout N H Bostor \i ass , wel York N \ | iladelp! a, 
Pa., Norfolk, Va., and Charleston, S. ¢ In addition there are 2 large drydocks 
operated separate! 1 at South Bost \I ass and | at b ne, N. J. since 
1886 the Washington Navy Yard ha een principally a naval gun factory, with 
verv limited ship-repair fac ! ill craft onl 

Why, it might be asked Ss naval ip repair and conversior tivity is 
necessary, should it not be ed in naval shipvards and he es the fact 
that most of ffect the private ny idan ind ship repair ndustry? 
Just what the effect will be explained 

The naval shipvards ordina lo mn undertake private ymmercig hip- 
| ] and ship-repair work Furtherm«< the Militar Sea Transportatior 
Service of t Na ide a practice ¢ ) er t lized DY 
it and operated b in crev repaired in commercial ship-repair vards On 
the « er hand, naval c¢ bat and ut ve hich are unned with 
Navy personne ire repaired almost altogether in uval shipvards, « pt in 
isolated cases where naval shipyard congestion and resulting time limitations 
may compel the allocation of a smaller sel to a private var 

On account of world conditions, the Navy in the past few years, in order to 
expand the flee peration, has u rtaken an expansion and oder ation 
program whicl a 1 ext ve rea ition of World War II na essels 
in reserve Th resulted in a hea rkload of naval conversior TK 

Some of tt naval conversion work has been allocated private pyards 
particulary on the Atlantic coast, but none at all on the gu oast, and only a 
small volume on the Pacifie coast Che latter has been limited to a few auxiliary 


naval vessels in the San Francisco area, one vessel in 


none at all in the southern California area, where the private shi 


are desperate for lack of work, while the Long Beach Naval Shipyard is working 


to capacity 
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become essential, as they inevitably would be in anv emergency. The time for 
any training or preparation for war is before the war, not after it is under way. 
Time then is of the essenee. 

It would be entirely practical for the Federal Government to limit the naval 
shipyards to some reasonable level of activity so that they are always ready for 





any war activity that may be required. Even on a standby status, they would 
still be available \ny workload beyond the reasonable limitation set should be 
accomplished in the private shipyards. Such yards, as private enterprises 


cannot be maintained on a standby status or even at a low level of operation. 
hey must justify their existence or liquidate. They likewise must be in a posi- 
tion to retain their skilled personnel; otherwise, even though not forced to the 
point of liquidation, they still would not be in a position to shoulder their share 
of the burden should war come. 

Even where new co istruction is concerned, it is hig 


questionable whether 





heavy capital expenditures to provide additional construction facilitie ca be 
justified when private shipyards already have those facilities or, if not, will under- 
take to provide them. 











he foregoing indicates the problem with which the private shipbuilding and 
ship-repairing industry is confronted by reason of the activity of the naval s} 
vard That activity actually is far mor n competition. In ordinary com- 
petition a cor ercial enterprise at least he chance to secure needed wo 
If it fails, it has itself to blame. » of the private shipbuilding and p- 
repairing industry versus the naval shipyards, the situation is not that simple. 
TI opportunity does not exist in the first instance, except at the will of the Navy. 


It is the operation of that Wlil to which exceptior 

The council does not advocate, by any mear 
turned over to private enterprise, as the important c y occupy in defense 
mobilization is recognized, but it does advocate and limitation of 
their activity to a proper level with all naval repair and conversion work beyond 








that level to be performed by private industry. 

It well might be pointed out, in closing, that the expansion of Government 
activities in this field is not limited to the Department of the Navy, although the 
bulk of Government shipbuilding and ship-repairing work is within the cognizance 
oI that Department 

For example, the United States Coast Guard has a shipyard at Curtis Bay, Md 
This operation started in 1899 as a small-boat-building shop, but has gradually 
been developed and expanded into a full-fledged shipyard. Such a pattern has 
become commonplace. Each small governmental industry operation eventually 
expands and becomes a large operation. 

It seems to be ne vitable tl at both t} e field supervision and the W asl ington 
supervision of such an industrial activity have in common the very human trait 
of promoting the importance of and justification for that activity in order to be 
entitled to more pe rsonnel, more bert! S for those in Ipe rvisory Capac ities, and 
more funds for operation. Such a tendency is difficult to keep under control and 
often takes place without public realizatior It is not limited to governmental 


industrial operations. It likewise is ¢ 


bureaus, and agencies. 
While it is realized that this letter is long, it appeared desirable to present a 


aracteristic of Government departments 





ifficiently comprehensive résumé of this particular subject to justify an inquiry 
into it as a phase of the broad subject covered by H. R. 12 and 15 
Your consideration of this matter will be greatly appreciated. It is trusted 
that, as 9 result of that consideration, you will take such action as you 1y deem 
y } } 1+ 


-Ommittee or body may ulti- 






it to the attention of whatever 


appropriate to brit ( 
inquiry contemplated by H. R. 12 and 15. 
: 1 


mately undertake e 

If you, or anvone you may designate or suggest, ¢ L 
more detail or obtain any additional information in respect thereto, the Council 
IS at your service. 


Very truly yours, 
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COM MISSARIES 


CONGRESS OF THE UNITED STATEs, 
House OF REPRESENTATIVES, 
Washington, D. C., April 14, 194 
Hon. Cuare E. HorrMan, 
Chatr man, Government Ope rations Committee. 


House of Repre sentatives, Washinator Dp € 
Dear CoLLeEAGuE: I am enclosing, herewith, a copy of the letter which I 


received from the Milk Institute of San Diego County I do not know whether 
this matter comes within the purview of your committee, but if it does, I believe 
it should receive consideration. I know that the Marine Corps at Camp Pendl 


ton engaged in the business of making ice cream, and that this operation is in 
charge of a colonel with a staff of marines, and that they have no system of cost 
accounting to know how much the product is costing them. It seems to me that 
the colonel and the marines are in the service to fight and not to engage in business 
in competition with private enterprise. 
Very truly yours, 
JaAMEs B. Utrt 


, 


Member oj Congress. 


Miitk INstiruTE oF SAN Direco Counry, 
San Diego, Calif., April 7, 1958 
Hon. JAMEs B. Urt, 
House O ffice Build ng, Washington, pC, 

DrarR Str: On February 4, 1953, I wrote to you in regard to the ice creg 
manufacturing plant at Camp Pendleton. This is a very expensive plant 
since the spring of 1950, has been making the ice cream used on the post at Cam] 
Pendleton, and for a while, other facilities of the Marine Corps in the vicinity of 
the city of San Diego. After about a year the Camp Pendleton plant discontinued 
shipping to Marine Corps posts in the city of San Diego owing to transportati 








and other difficulties 
Since that time, the Marine Corps business in the city of San Diego was put 


} 


bid basis. As the ice cream industry in this city is very competitive 


bac K ) a l 

the Marine Corps was getting very cheap ice cream 
Early in the year, the Arden Farms Co., of this city, bid for the ice cream to be 

furnished to the Marine Recruit Depot in this city, for the months March, April, 


’ 








and May Beir the lowest bidder, this company was 1 the bid 

The Arden Farms Co. served the Marine Recruit Depot f Mar 
In the last week of March the Marine Corps notified the co pany that tl 
was canceled as of March 31 and that they would purchase their ice crea fro 
t pla at Camp Pendletor Chis s is 1 ) led 
had ill arrang ents to handle ext ylu uch as ¢ tractil i 
( i te 

Wie el that 1 ould have tl Infor help ir campa 
t Def e Departm«e s attempt to sociali \ rican industr 


» 


Hon. James B. Urt, 
Vembe oO Congress, Wasi ington, dD hy 


DraR Mr. Urr: Thank you very much for your letter of April 14, 1953, in 
1 








regard to the ice cream manufacturing plant at Camp Pendleton 

Another peculiar situation at Camp Pendleton has recently been ou 
my attention On the post, aS you KnhOwW, are se\ hous reas ire 
populated by both enlisted and commissioned personnel 

These housing areas are served by several retail milk routes. Each one of tl] 
milk trucks involved is forced to pay $20 per month for the privilege of doing 
business on the post. This has been going on for approximately 2 years and the 
money collected goes to the welfare fund or the athletie fund 

I have been told that recently, those concerned, have been notified that the 
$20 monthly payment is to be increased to $40 per mont! Chis applies not only 
to milk routes, but to bakery routes, or any other sales route that does business 


on the post. 
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We feel that this situation should be also brought to the attention of your 


H. W. BRApDFORD, Secretary 


Esconpipo. CALit Vay 3, 1958 


DrarR Ms HARDEN I have been informed that vo ill trv to get through 
t Nat formation on the Government being in business in competition 
f enterprise 
\I ! ts and congratulatior vou, for the following reasons 
\t e tir I was a businessman in Indiana, just a small one, but chains and 
Cr I f t et on foreed me 
Like 1 2 f otners nave n ited to California not entir lv retired, but 
] it dea t for the survival of small and independent 
Diego ¢ reat numbe f or rs are being for 1 to the wall due to 


oO! req nh president and 





San Ii Grocer < ition, and the hal nd a delegation 
I \\ n to { I ethil can be dor eir ft ult 
e officers of t San Diego Pet im Dealers Association, 
et pete { { A selling g , oil, tires, and auto supplies 
em, and plenty of civilians, with no Navy connection, 
ther than fri ; therein, get thousar of dollar orth of goods, tax free from 
t DA i eT I sho i ¢ ! 1 I 
as | fightir I peo} x on public platforms, 
ta ero 1c ¢ Ips l i I ary L nis, as well as hundreds 
ependent organization 
Untold numbers of busine m tell me that they are going to close up, sell 
ld up, ete., and go to work for someone else, so that they can be sure of 
take-hor pay, and not have to rry about competitions, Government taxes, etc. 
Ame ca is not founded ce evltlol 
Will you be good enough to send me hat data you may have on your great 
progran h I may use in my ry valuable contacts here in southern California, 
wt I radio and 1 Vspapers 
Ve neerely and respectfully ITs, 


Kk. G. RicHarRp. 


We agree with the position of the California Retail Grocers’ Association in 


I yvernment commissaries operati in areas where other commercial 
ia 1 are CaSLv aValiabdle VW ur opposed to the operation of such commis- 
ir metropolitan area Commissaries now operating in such areas 

) 1 ediately be disestab d. ; 


Miuron L. SEuBy, 
ce Presider Safeway Stores, Ine. 


FAIRBORN, Onto, June 10, 1958. 

Mr Crcit HARDEN 
ng yman, House Office B 

Washington, D. C 


la inable to differentiate between those basic principles of communism and 
Government operation of post exchanges and commissaries. In either case private 
1 with destruction. 1 urge your cooperation in maintaining basic 


nerican principles 


enterprise 1s fact 





Davip HorN SuPERETTE ARCADE. 
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NORFOLK, VA., June 11, 1953 
C. H. Houuipay, 
Care, Government O pe rations Committee, 
Neu House Office Buildin q, Washington, D: GC 

We are advised that you are appearing today before a congressional committee 
in opposition to the operation of Government commissaries in view of the unfair 
competition that retail customers experience where the commissary stores operate. 
We would appreciate your advising the committee of our opposition to the con- 
tinuance of Government commissaries in areas where they compete with retail 
establishments. 

James W. Rosperts 
President, Henry B. Gilpin Co., Wholesale Druggists. 


San Disco 38, Cauir., June 11, 1958. 
Hon. Ceci HARDEN. 
Dear Sir: I do hereby request you file my protest officially against closing of 
any naval commissary now operating here in San Diego, Calif., or elsewhere in 
our Nation. I absolutely object to request of Mr. C. H. Holliday, secretary, of 


San Diego, Calif., Growers’ Association in requesting closing of same. Grocers 
are few here in San Diego, Calif., but retail customers are many, also voters, this 
fact should help decide action {am one of the thousands of parents with sons in 
service of our co intry here in San Diego, Calif Whose re quest shall be greater, 


I am also a veteran 
Sincerely yours, 
RAYMOND FRIEDEI 


NORFOLI VA J une 11, 1958 
C. H. Houuipay, 
Care Tyre Taylor, Dupont Circle Building 


Understand you are testifying before Subcommittee on Inter-Governmental 





Relations of House Government Operations Committee opposing operation of 
Government commissaries We operate in the Norfolk and other areas wher 
the competition of armed services commissaries is very damaging and unfair 
Furthermore, we believe it is unnecessary because of the availability of privately 
operated stores If consistent ior vou to do so, we would appre late your register- 


ing with the committee our protest against the continued operation of these com- 
‘mbers of National Asso 


ciation of Food Chains which we understand are similarly affected by the con 


missaries in metropolitan area. We are one of several mx 





petition of armed services commissar 
J. W. Woop, 


Vice President. Colonial Nt ly 


Nonial Sto 


HovusE GOVERNMENT OPERATIONS SUBCOMMITTEE, 





Washinate E>. 4 
Atte iol R presentative (¢ | Hard Reput i tndiana 

GENTLEMEN: Few things | read in the paper make iad enough to take 
time off i ore nvolving ti are of four ehildre l ) and 
a Navy 1, bu 1e enclosed article infuria e so that t cho ( 
wait I know how manv of the men on the committee arte amuiliar \ I 
the constant struggle of all housewives to made a small savings in their grocery 
bill each month, or at least hope to, so that one of the kids can have a new pait 


of shoes or the old man who has less shoes than anyone can have the pair he’s 


been putting off for months. Perhaps more than anything else it’s a joy to come 
home with 5 or 6 large bags of groceries instead of 2 or 3, if you’re lucky, when 
you shop at the commercial grocery stores Most of the articles we find are a 
few cents cheaper, anwyhere up to 10 cents on an article up to a dollar. But 
sometimes the savings is terrific and inasmuch as we know the commissary isn’t 
operated at a loss to anyone, we know that the retail grocery stores are making 
a profit of 50 cents to 60 cents above the commissary price on some items For 











le one la savings in this household is on wax, and believe me it makes 

lifferer between waxing days around hers I not only save money but 

ood for my morale and the health of my family. Another very important 

thing 1s t it I’ve never been overcharged at the co nmissary. The local stores 

advertise bi Vil 2 or 3 items and then invariably manage to shortchange 
I arge in < or another on the other items you may need at the time 





For instance you get exactly 19 pounds of potatoes and they charge you for 10% 


or in previously sacked merchandise, say 10 pounds of oranges for 39 cents. 
You get home and chance to weigh the sack and find the sack you picked up only 


of President Eisenhower’s concern over 
[ 

















the per ng a career of military service. Surely 
| im can’t be really concerned if they will 
*kass pictured in the enclosed article. Ask 
in sta up against the conveniences, 

: es 
la d co sary, and I have heard abso- 
{ by them. In fact the chs seems 
. bit ri possible what sane person would avoid 
ing this privelege if it was humanly pos ible? Who has that much money 
these days? Perhaps if such notices have been sent out it was to determine what 
ards could be canceled of personnel transferred from the area. Looks to me like 
they’re making a valiant effort to keep track of these priveleges cards so that 
they don’t get into the wrong hands As far as buving things at the commissary 
friends that soo sounds a bit foolish Of course it’s humanly possible 
t 1 general rule that rvice people tend to ha far more service f ds 
1 i It’s natural to lear oO ird fr nds wit Vho vou have a lo in 
( I re is pe t of ‘ kk to me e suc! tl \ quite 

re, this } ng for ilians 

J unk vou for the time pel ] I y is letter and for the cor j 1tion 


Mrs. A. C. MoLpDENHAUER. 


JUNE 16, 1953. 


Dear Sir: I have been following the testimony being given to your committee 
on the subject of closing the Navy food stores. I know that this misspelled letter 
won't bear much weight, the fact being that a lot o 
and write or do not havea lobby. However, would it be possible for someone to 

yf the facts enclosed before your group If I were there 
I can’t afford to take the trip as the merchants can) I would be 
to say a word. Tl lI i 


of small people won’t sit down 
ist mention some <¢ 


1us I respectiully request that the following 





First of all ther n Diego area showing that the Naval 
air station is not in the same town as the San Diego Naval Station. Whoever 
it was before your group that said they didn’t mind having the store open at the 
naval station but thought it unjustified to open one ‘4 miles away’’ at the air 
station, forgot to mention that there is a large bay in between the two and either 
a costly ferry-boat ride or a 40-mile trip around the strand. In other words this 
is the Naval Air Station Coronado. It would cost 55 cents over and 55 cents 
ba for a man, wife, and child to shop over at the naval station and the ferry 
boat waiting line on a Saturday would take about 3 hours for the trip. Thus 
each food store does not add or subtract from the other one. 

Ignoring the specials each week (as both the Navy store and civilian stores 
ave them at the same time) Coronado stores are far more expensive than those in 
San Diego. The reason being that it is too long and too much money to go over 
several times a week on the ferry. Food is about 20 percent higher here. And 
whoever said to your group that 12.7 


e is enclosed a map of the Sar 
~ 





7 percent wasn’t’ uch difference hasn’t lived 
on asailor’s pay. I’m sure in his pay bracket the gentleman doesn’t worry about 
$10 a week more for food. Don’t forget also that the undersigned is a well-pay 
man, better than the average seaman or third class or second class. 

I have never, never heard of the Navy threatening the group for not shopping 
at the Navy store. Each of us must have a card and sign a register. I have seen 
many people turned down in uniform who failed to have their card with them or 
didn't have it endorsed. ‘That statement is a lie and the man should be asked 
statements. If I were to make a statement that you would get a 


to prove s icl 
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cut from the increased business the local merchants could make, wouldn’t you 
make me prove it? It isso easy for a lobby to make such statements and not have 
to prove it. 

And the last thing I remember from the paper was the statement that ‘‘some 
buy food for unauthorized friends.’’ If that is true the man should be punished 
that is doing it. I’m sure that it is very few that do that sort of thing. If they 
do why punish all the others and let the offenders go free? Sounds as though if 
one sailor fails to eat his ration the whole ship should be cut off from food; that 
would be real bright. 

I don’t want this to sound like a threat as it isn’t, but the Navy man is voting 





more and more Do vou think we would vote for Members who favor a group of 
merchants? Course not and by the wav, the Members all vote in their home 
States so it isn’t just the San Diego Representative and California Senator that has 
to consider suen things | do think that the service man’s = de s} 0 ild be heard, 
vet how can it be done without money, power, and the time to travel to the District 
ot ( olumbia? If one food store should be close it certainty » ould hot be the 
one on Coronado, the island that has only five food stores to serve it If I were 
stationed over on the San Diego side I would still feel it unfair to close the naval- 
station store but at least I could find enough stores to shop at. 

[ would appreciate an answer to the facts I have given and would like it very 
much if you’d at least pass arour 1e map at your next meeting 

Re eetiully, 
M. C. Cuuru! iLC, VC—11 NAS 
San Diego (or ( ) lo), Calif 

rr § At least the tvping shows that I’m not wealthy enoug! hire a sec 

tary 
AMERICAN NATIONA RETAIL J LERS ASSOCIATION, 
\ J a ] 1 
H Ceci M. HARDEN 
C/ ) n. Inte ) ” al wi08Nn ‘ on LLeé 


ation Was organized in 1906 and repress about 5,000 ull jewelers in the 
United States 

We wish to endorse heartily the statement on Armed Forces exchanges whi 
va . nted before \ IT ubcon tee on June 9 by Mr Rowl: 1 Jo 
president, America tetail Federation, Washington, D. C 
~ It is our sincere hope that your subcommittee will take prompt action, looki 
toward the curtailment of the operations of Armed Forces exchanges. 


Thank you for your courteous consideration. 
With best regards, I am 


Cuas. M, Isaac, 
Executive Vice President. 


JuNE 20, 1953. 
Representative Ceci, HARDEN, 
( airman, Subcommauttee, House Government Ope ations, 
Wasi ington, dD. i 
Dear Mapam: I have never attempted to write a letter of this type before but I 


am very much concerned over the recent effort of the National Association of Retail 


Grocers to do away with commissaries in areas they do not deem necessary 
My husband is in the service and we have three children and although a service- 
man’s pay today is higher than it has ever been (for which we are very grateful 
it still is not comparable to salaries in civilian life. Needless to say the f 

the largest and most necessary item of the household budget and now because we 
are able to save a few dollars by trading at the commissary the grocers act as 


though they are going to be cut out of a living as if they didn’t have all the civilian 





trade to draw from which far outnumbers the service personnel Chey complai 


1 ] 
ok 


that commissaries are a “high style « 
with the taxpayers picking up the check but do they realize that this same 
uniformed personnel also pay taxes out of their salary and at the same time 


f convenienc for uniformed personne 
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take the risk of losing their lives in order that these same petty little grocers can 
sit behind their counters selling their wares in a peaceful land 

The chief complainer of this group is a San Diego man and that is where we 
happen to be living at the present time. Here is something that he doesn’t bring 
up in his grievances against the commissaries. Most of the people in this town 
depend upon the Navy and they have their hands in the serviceman’s pocket 
further than the serviceman, They rent houses that look as if they are museum 
pieces and think nothing of asking $100 to $150 for them. This is particularly 
true of Coronado which seems to be the target of this whole attack against com- 
missaries. I believe you would find that to get a decent livable place there you 
would have to pay from $150 to $175 per month and this would be no mansion. 
Not content with draining the service personnel in every conceivable way they 
can, now they want to attack our main source of living, namely, our food. The 
two commissaries that are here are not located so that they are convenient to 


all service familie In a territory that is as vast and spread out as San Diego 
it would be impossible for the wife of a serviceman to run to the commissary 
every time she needed groceries so it is generally the policy to trade there on the 


average of once a week and in the meantime should something be needed the 


al grocers get the trade. I believe that instead of doing themselves good their 
greed will eventually cut themselves out of this trade. They speak of the com- 
missary being a convenience; certainly it’s a convenience but don’t they think 
that the family of some poor devil who has felt the danger of North Korean guns 
and who hasn’t had the convenience of a bath for a week while he has been fighting 
deserves a little something 

Now that I have said my little piece I only hope and pray that it will do some 
little bit toward putting an end to such a ridiculous idea as doing away with 
commissaries Thanking you for any interest you may take in my letter, I 


Respec tf illy yours, 
Mrs. ANNE STANFIELD, 
912 East 16th Street, 
National City, Calif 


TUGS AND BARGES 


San Francisco, Cauir., June 17, 1953 
Mrs. Ceci M. HARDEN, 


Subcommittee of Committee on Exe five Expe nditure . 
House of Representatives, Washington, D. ( 

We, private commercial operators of towboats, derrick and flat barges, wish 
\ attention the fact that a flat barge was rented by the Navy to 
Ben C. Gerwick & Associates for construction of Richmond-San Rafael Bridge 
in this area We inderstand that thi rental was authorized by C: pt H P 
to the principle of this form of Govern- 
tition In this one case, possibly commercial operators might not 
have had a barge of this particular size, however, other methods could have been 
ipplied to obtain the same results 

We are forwardi 

rvernmental Relations Subcommittee of the House Committee on Government 
+h amplifies our concern over the vast building program of the 
armed services in our field 
{ services have gone far afield from their military operation and are 
ing free American enterprise by competing with private operators who are 
ready and willing to serve, with the proper equipment to handle all Government 
requirements 

We invite an unbiased survey of the derrick-barge industry in this port, not 
one that has received its orders before leaving Washington, as we feel has occured 


f 


in the past Hope this will receive your favorable consideration 











Ship § 1 we obiect 


et 


me t compe 


ng to you copy of a letter which was recently read to the Inter 


arme 


HavisipE Co., 
B. L. Havisipe. 
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HovusE OF REPRESENTATIVES, 
W ashington, D. C., June 1&, 1988. 
Hon. Cecin M. HARDEN, 
Chairman, Subcommittee on Inte rgovernme ntal Re lations, 
House Office Buslding, Washington, D. C. 


Dear CoLLEAGuE: Enclosed is a telegram I have received from the Smith 
Rice Co., of San Francisco, protesting against a particularly flagrant action by 
the Navy in competition with private firms in the barge business. Smith Rice 
Co. is a firm engaged in derrick barge operations and is located at the Embarca- 
dero and pier 20 in San Francisco. 

I understand that the firms to whom the Navy chartered the subject barge, in 
direct competition with privately owned equipment, are engaged in work on the 
Richmond-San Rafael Bridge now being constructed across San Francisco Bay 
by private contractors. I strongly support the Smith Rice Co.’s protest and will 
appreciate your subecommittee’s looking into the transaction. 

Incidentally, I greatly regret that I was unable to return to Washington in 
time for last Monday’s hearing at which Mr. Crowley testified. Mr. Downs, 
who read my statement, tells me that you were quite understanding in excusing 
my unavoidable absence. 

With best personal regards, I am 

Sincerely and cordially, 
Joun F. SHELLEY, 
Membe oJ Cr ngress. 


San Francisco, Cauir., June 17, 1958. 
Hon. Joun F. SHELLEY 
Vembe of Cong ess 
It has come to our attention that the Bureau of Ships, United States Navy 
Department, through Capt. H. P. Webster, has entered into a charter agreement 
for the rental of one open steel barge to Ben C. Gerwick, Inc., and Peter Kiewit 
Son’s Co,, a joint venture of privately owned corporations. We strongly protest 
this action which directly interferes with private enterprises by allowing Gov 
ernment-owned equipment to be used in competition with available privately 
owned equipment on work in no way connected with Federal projects. in allow- 
ing this charter to continue the Federal Government is directly favoring a specific 


contractor at greatly reduced rates on a contract let by competi 





tive bid encompass- 
ing available equipment at regular published rates. Privately owned equipment 
at published rates is available and we protest the policy of Government agencies 
} 


entering into a business of renting equipment to the detriment of private taxpayers. 


SmMitrH Rick Co., 
CHARLES N. Rice, President. 
(Similar wire sent to the subcommittee chairman, Cecil M. Harden.) 


San Francisco, Cauir., June 24, 19 


’ 


Or 
Ce 


Hon. Cecit HARDEN, 
Chairman, Subcommittee on Internal Government Re lations, 
Committee on Government Ope rations, 
House Office Building, Washington, D. C. 

From facts apparent to us we must protest lease of Navy barge YCV 11 to 
Ben C. Gerwick Co, for private operation when privately owned barges are 
available. 

MARINE EXCHANGE, INC., 
Lovis 1 HOKIN, President. 


ALCOHOLIC BEVERAGES 


HARMON Liquor Co., INc., 
Brooklyn 9¥ N. a J une 16, 19538 
ton. Cecit M. HARDEN, 
Representative of the State of Indiana, 
Washington, D. es 


Dear Mapam: Our attention is called to a United Press release in the New 
York papers of June 16 regarding the proceedings of the subcommittee of which 
you are the chairman investigating liquor sales on military posts 


35810—53—pt. 1——22 
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We are a retail liquor package store located in the vicinity of Fort Hamilton, 
Brooklyn, N. Y. The unfair competition of liquor sales made on the post premises 
1 


have deprived us, as well as the other liquor stores, of business which would 


norma flow to such licensed premises 

In the previous years the distribution of liquor through the post has nearly 
always been attended by corruption, scandal, and court-martial. The temptation 
of the local liquor officers to make capital of their position, has rarely been resisted. 


This week we were informed of the sale of whisky at the post to a transient depend- 


from abroad. A bottle of standard whisky ($4.42) was sold for $12. 
t 





er cause of serious complaint is the sale of whisky thro 1 the Brooklyn 
AS¢ Knormous quantities of partially tax-free whisky reaches the hands 





consumers to a degree that affects every retail outlet in this borough of 








peopl 
we acquired a price list issued by Maj. James | Walsh, of the New 
rt of barkatic It offers for sale every popular brand of whisky at 
ow wholesale cost | hisky is offered in unrestricted quantities 
ra irge 1S plat | rchasers buying less than three cases 
ectfu submit these complaints to you for your consideration during 
your 1 s ati 
y I very tru 
SYDNEY RAND. 
HERBERT RAND. 
I I N June 1s 








Dear Conal WOMAN Hart high-ranki me ers of the armed 
me ‘ re . 1 \ ut { s ( I TE i ( i f 
a \ f rious ‘ es of our arme se es ( yMo! m- 
her i t I } e Rese es ere ré€ tne ¢ } 
toa pe i 1 atus e Re S (jr ( theft TS ¢ ( ‘ 

I gy cause was the nstant i II of pr eces ich Y 
me Lhe irme service vere et oO umn rougt ommis es 
post ¢ anges Navy ex i es Ss s es, ofhiee i s, e sted s 
{ ys 

Phe I stances surro 1 his lette ire those set forth in the « losed 
Liquor Package Stores Ass eaded by Mr. Benia Si a 
attack es of liquor at shme : i est s 

It er is me a Vi 1OS( the ( I i ( na gv 
geral € tua Dt 1 if e ¢ ce W 10ut the et 
ol ha liquor at officers’ « s, since I am on inactive duty, I have beer 
4 i amMillar;r ith the ltuat ! 

Lhe ri CS ‘ rehasing r are ¢ te i¢ i onl t { é pers the 
armed t es on at Ve ty é Re I acy ¢ ind a o tnose 
mie De or the Reserve I el i ( tv for training o 
oUne € N C1VIIADS, a piaces i am ‘amillal i directly 17 ise 

or { ersta ere ure i st is there I I ecl ivi- 
leces are ranted lations u require the presentatio1 f acequate 
identification, and the “‘adequate identification’’ referred to is usually the tvpe 
of card issued to those members of the armed services on active duty, pilus the 
members of the honorary retired list I question the fact that o1 ne posts the 
business is so terrific that someone is delezated to the si le jot of ‘“‘taking orders’ 
for liquor If so, 1am reasonably assured that it is the exception rather than the 


er milestone 





If these privileges to officers on active duty are cut it 





for those merchants who are constantly striving to force ft the armed 
S¢ ices te rocure the necessities of life (liquor excepted er items o! a 
iuxury, and a sundry nature, at full prices 

Soon the privileges of service wives to buy at commissary storec, have laundry 
done at post laundries (purchased), ete., will go \long with the loss of these, 
the many other privileges, will be the loss of many capable members of the armed 


services, upon whom the defense of our ec untry is based. 


During World War II I would approximate the total number of men in the 
armed services at 15 million. Presently, according to such sources as U.S. News & 
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World Report, Time, Newsweek, there are somewhere in the neighborhood of 
3 million. Approximately one-fiftieth of our population, a small segment, surely, 




















to be accorded special privileges for their national service 
As far as purchasing liquor at a very low price, these days are the day f 
‘discounts’ and ‘‘deals.”’ It is often said that anyone who pays full price for 
ymething is a‘‘sucker.’’ This may not be far from right Discounts are avail 
to many people in civilian life. Personally I know several sources (package stor 
wherein liquor can be purchased at a small amount, plus the Federal and 5S 
taxe on the regular elling price li this happens hers it happe s other plac ‘ 
It isn’t ‘‘bootleg’”’ liquor either However Mr. Ji ephs would ave tl ! 
liqucr by officers’ clubs immediately halted \ cleanup in his own bat I 
ht be first in line. If Mr. Josephs speak: for 44,000 retailers, w i me 
yr the r } 14.000 who ive } ( ts at their tores? 
al ‘arly at Christmas parties is for the majerity pur 
Cc ( No, Vir Congresswomal I don’t believe pecial 
interest he unfo led cries of 44,000 liquor retailers should 
affect the 1 rest of 3 million members of the armed services 
Chere ar ther incentives rather than pay increases, ete., to keep officers anc 
‘ il hie rmed services Special privile res rank among ti! ind the na 
for many years. It is only recently certa roups have asked for ( linter 
from congressional leader Most of u lerstand thav the average person in the 
ervice doe ot have a ict equal to those in civilian life. Regulation, to keey 
discipline, is necessar Special privileges offset there regulations to make service 
life more bearable Let us take the case of a tvpical member of the | Itea sSvates 
Nav \fter training schools he enters on a 2-year tour cf sea dut whether 
married or single. Home is a very remote place to him for these 2 years. The 
next 2 years are generally spent on shore duty, usually et a place where, if housing 
At nmodations are available for his family, are far from acceptable according t¢ 
civilian standard trailer camps, barracks-housing projects, community launder- 
lace ete Some special consideratior must be made to keep officer 1 
yn duty under average circu Fane ich é ¢ it is where the | ul 
privilege comes in—purchasing things cheaper the exchanges, liquor at lower 
prices, commissary privileges, ete. It is when these are taken away that men 
wl to re n or fail tor list , : 
If Mr. Benjamin Josephs, and the National 
Association, wish to curtail one of the monetary pri‘ 
lower prices, how can we be sure that other mer 
same? For the record the average saving on liquor purchased in an officers’ club 
is 10 percent, sometimes hardly worth the trouble to go through to get it. How 
in we expect our military members to remain therein when attractive offers from 
Vi life offset these privileges, if they no longer exist? 


mber of the large group of Reserve officers, I am writing independently 

1 to carefully consider these charges, and the implication upon the morale 

of the services, Regular or Reserve, who sacrifice so much to carry out their ideals 

f service to their country by accepting a regimented life j 
Millions of servicemen will be uy 

in every service newspaper, and magazine, as well i 


sk VO 


ras it will be surely carried 
1e literature of the Reserve 


» to date on this matt 





hope that it will be considered carefully, if not entirely from the 


viewpoint of its concern to the servicemen, surely from the point of national 
interest, shall ‘special interests’? be granted to specific groups or associations, such 
as this case The matter is above politics, it seems to me to be a principle also. 


Very sincerely, 
Wixti1am H. WEEp, Jr 


Lieutenant, Junior Grade, United States Naval Reserve, Inactive. 


Washington, D. C., June 25, 1953, 
Hon. Cecrn M. Harpen, 
House of Representatives: 
Strongly protest establishment of locker system for sale of alcoholic beverages 
at Walter Reed Hospital in violation of existing law and as further unwarranted 
competition by a quasi-governmental instrumentality with private enterprise. 
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Am informed name of present locker officer negotiating with distillers is a Captain 
Chambers. Urge steps be taken immediately compelling this illegal operation to 
cease forthwiltl! 
HILLIARD SCHULBERG, 
Washington representative, National Retail Liquor Package-Stores Associ- 


ation 





CLOTHING MANUFACTURE 


DEPARTMENT OF THE ARMY, 
Washington, April 3, 1958. 
Hon. Cecitn M. HarRpeEn, 
Chairman, Interqgovernmental Relations Subcon mittee, 
Committee on Government Operations, 


House of Rep esentat 
Dear Mrs. HARDEN: Pursuant to the request of your staff director, Mr. 


Ward, I am forwarding herewith a statement concerning the Army’s clothing- 
manufacturing activities which are conducted at the Government-owned factory 
at the Philadelphia Quartermaster Depot Although the information contained 
in the statement has been limited to clothing-manufacturing activity, the factory 
at Philadelphia also manufactures flags, operates a pilot plant producing sleeping 
bags, and alters and repairs military clothing In addition, it operates a sponging 
plant to impregnate Government-owned cloth with a newly developed mothicide 
and to shrink Government-owned cloth under controlled conditions. 

I trust the inclosed report provides sufficient information for the committee’s 
preliminary request, and I shall be happy to furnish further details along such 
lines as the committee may care to explore. 

sincerely yours, 
Joun L. SALTONSTALL, Jr., 
Acting Departme nt Counselor. 


CLOTHING-MANUFACTURING ACTIVITIES, QUARTERMASTER Corps, DEPARTMENT 
OF THE ARMY 





The general scope of Army’s clothing-manufacturing activities and the 
rea s the ir can pe rhs ps best be prese! ted by outlining some of the services 





‘ r 
which the factory, located at the Philadelphia Quartermaster Depot, performs for 
the Army In evaluating these activities, consideration must be given to the fact 
that the manufacture of clothing for the use of Army personnel is of secondary 
importance to primary missions outlined below 

One vital function of the factory is to provide facilities and staff technically 
adequate to meet urgent operational supply requirements which will arise in every 
emergency In order to perform this function and to maintain an operation 
commensurate with the industrial-fund principles of efficiency and 
has been necessary to operate the factory at a level considerably above that of a 
so-called pilot-plant installation. This insures retention of trained personnel and 


minimization of standby expenses, since in any event the factory would have to be 


economy, it 


+ 


retained to provide essential services which it is not feasible to obtain from com- 
mercial sources. This activity has given the Corps a reservoir of trained personnel 
who are » base for almost overnight expansion to a three-shift full-mobilization 





basis he ability of the factory to attain rapid production in quick order is a 
demonstrable asset. For example, the depot was notified on November 24, 1950 
that it was imperative that 223,000 special field jackets be produced in 30 davs for 
Korea Because no specification material was available, a suitable substitute was 
agreed upon; essential subcontracts were let; necessary personnel shifts were 
made: and the delivery date was met More recently on March 26, 1953 the fac- 
tory at Philadelphia was requested to expedite shipment of six different items of 


critically needed clothing for Korea 

Army procurement procedures for most clothing items provide for furnishing 
the contractor with Government-owned cloth from which to manufacture the item. 
Contractors who fabricate clothing items from Government-furnished material are 
known as “cut, make, and trim” contractors, and it is essential that the Govern- 
ment know how much materiel is to be furnished for each garment to be produced. 
The factory establishes unit allowances for every size of every garment that is 
procured from ‘‘cut, make, and trim’’ contractors, and is prepared to demonstrate 
on the production line that the allowances are realistic, in the event of disagreement 
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by a contractor Patterns and sample items are made available for those inter- 
ested in bidding in connection with clothing procurements 
The Government-owned factory at Philadelpbia is peculiarly adaptable to 


performing other services which could not be economically or readily contracted 











for from commercial sources ihese services include itilization of re nants 
“ h are enerated in the s pp tne umn tL of approximately ) 
per t of t total quantity « nat procured, r In mater ( \ 

tion and savi | el sts; producti of neé tar f othi und sp ‘ 

asure t unifor or individua ng as ap g 1 for spe i 
t awings, and patter produ S are ide wherever } \ 
items before cor ercial contracts are t und ¢ ple letau 1 i 
contract vhen the item 1 n ¢ 1 pp or w! other ictor 1 
procedure tl be to Gover S advantage 

Factory pe perform a Valuable uting ser ( cula ! ’ 
busi oncerns who a inte ted obtaini or who are working ( racts 
tor Ar: ciothing Phi actor\ ufford 1 opport l or ad riled tu f 

unufactur pe ms, and alse LV pre 1 ? { und pr f 
Aa e at e contracto pliant! ! Lhe r u ties of t i 
were wide itl I g Wo i Wa I] 

{ l nar l actiy ul 1 \ \ \ it 
P} rdely 1a i e¢ ) i il lep I la i 
1952 there were ( ind 4 ul pe nine ved 
cloth a factur f 1953 l l eT 1d Hee reduced ft 
1,814 personne! ilitary, and the scheduled maxi civilia 
ersé ‘ eiling for Ji 1,800, wit oO ! ilitary personne 
Stil] rther red tie . ] +} end of ca lar vear 19 Thea 
Manufacturing Division hia Quarte ister Depot, operates under 
Army industria 1, and except for I f f ipplie rr ing less than 
$1,000, obtains all materials fro the Army stock fund he Army ocl nd 
in turn secur its materials by requisition to the Armed Services Textile and 
Apparel Procurement Agency 

Orders placed with the factorv on the average do not ¢ eed 10 percent « t he 
total re rement for at oO clothir ten VW e this percentage ht be 
occasionally exceeded on a particular item, the facto loes not unufa re any 
of some items, and on others the percentage is much smaller In fiscal vear 

he factory have amounted to approximatt 5 percent of 

nts There is attached a list of items actually scheduled 

ory da T yl f Veal 1953 OW1Ng lal tities and total 

h item (enclosure 1 

ystem at the Philadelphia facto operatir inder the 
Army’ ndustrial fund, is designed to provide cost data for billing purposes 





t to legislation author- 


1Oe At 


not reimbursable as 


reciation of equipment 
res In additi to 
aster Corps facilities 

f 








of costs of clothing at 
the Philadelphia plant and commercial manufacture r repres¢ itive sample 
items Although costs shown represent the best figur available, caution should 
be used in maki compariso beca of factors such as difference it f 
lots produced or procured, variation in periods of pr reme! and diffe 
in cost-accounting procedures The above-mentioned Department of Defense 
regulations pertaining to operation of industrial funds recognize the difficult 


( 
of full comparison of costs between defense industrial or commercial-type estab- 
lishments and similar private establishments and point out that, although a 
private establishment pays taxes, insurance, etc., where the Government pays 
none, the Department of Defense is engaged heavily in training and in opera- 
tion and maintenance of facilities and organizations under peacetime conditions 
for use in an emergency, and that it is not possible in every case to identify all 
nonproductive costs. 

It is apparent from the nature and scope of the activities outlined above that 
the Army’s clothing production at Philadelphia is not in any real sense in com- 
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petition with commercial clothing manufacturers. While the factory does pro- 
duce a small percentage of the Army’s clothing requirements, this benefit is 
largely incidental to the other essential services provided by the factory in further- 
ance of the Quartermaster Corps’ function of assuring an adequate supply of 
clothing for the Army at an economical cost, both in peacetime and in time 


of national emergency 


, i 2 ; : . ee 
Scheduled production of clothing, Philadelphia plant, fiscal year 1953 * 
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Comparison of costs of cloth nq, Philadelphia plant and commercia manufacture 
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NATIONAL ASSOCIATION OF UNIFORM MANUFACTURE! INC., 
Vew Yo 3 ON. Y., June 9, 19 
Congressman C, M. Harpen, 
House Office Building, Washington, D. ( 


Dear Mapam: We are inviting your consideration of a very serious problem 


that confronts the uniform manufacturers of this country 

We are engaged in the manufacture and wholesale sale of semidress and dress 
uniforms for the officers of the armed services Over a period of years this 
business has been gradually taken away by the Armed Services themselves, who 
either manufacture such items in Government-owned factories or have them 


manufactured for them out of their own material by contractors and then 


ute them at retail through various quartermaster sales stores or their equi 





This matter has been brought to the attention of Congress a number of times 
The last instance was April 1949 when the Armed Services Committee of the 
House appointed a subcommittee to investigate clothing procurement policies and 
programs of the armed services. 

The subcommittee held hearings during the spring of 1949 and issued a report 
at the close of the year making certain recommendations. <A copy of these recom- 
mendations are herewith attached. 

The matter has rested there since that time in spite of our many efforts 
ment the carrying out of the recommendations Since that time the situation 


o imple- 


has worsened considerably. Quartermaster sales stores at various installations, 
instructions at officer candidate schools to students to buy from quartermaster 
rather than from commercial sources, as well as a host of other practices, have 
combined te take this business away from commercial supplies and vendors and 
confine it to garments made by the Government and retailed by the Government 

We most strenuously object to having the Government act as a competitor thus 
depriving us of our business as well as depriving the Federal Government of the 


taxes which would be paid on the successful operation of our business his 
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ituation actually results in a subsidy by the United States Government to the 
Armed Services officer who buys semidress and dress uniforms at an artificially low 
price and this subsidy is at the direct cost of the taxpayer in general and the uni- 
f 
i 








orm manufacture in particular 

May we also call to vour attention that the continued operation of the Phila- 
delphia clothing depot reported to |} e approximately 1,800 clothing workers and 
tl yperat of the naval officers’ clo x shop in Brooklyn, New York are further 

7 ) ect ¢ ypetitior Ir ite ind try 

| ainly ( amply dem« 1 y times that private industry 
Cal pplv on competitive bid much cheaper thar Government-operated factories, 
The a nting methods used by Government agencies in this line are in no way 
compara to 1 41 COMM il met} Is 

Wi I é t this ad tration which is primarily concerned with 
balar g the national budget and is therefore both seeking to avoid useless 


Government expenditure and at the same time promote the enhancement of 
private enterprise and consequent broadening of the tax base, should look with 
i f permanent dissolution of manufacturing 
operations by the Government itself These manufacturing operations have 
continued and are at present proceeding in their usual fashion without regard 
to any of the important principles we have outlined and with apparent disregard 


ve recommendations of the Congress 


7 





lv urge the revocation of United States Statutes, page 904 on which 





the entire sale of uniforms to the officer by the Government is based 
We sincerely invite your consideration of this matter and would be very pleased 


to submit to you either personally or by mail, considerable data and information 


S. J. Cummincs, Executive Secretary. 


Report oF Spectat SuBscoMMiTTEE To INVESTIGATE ARMED SERVICES POLICIES 


AND PROGRAMS RELATIVE TO THE PROCUREMENT OF OFFICERS’ UNIFORMS 





On April 5 of this vear the full Committee on Armed Services unanimously 

i 1 lution establishing a Special Subcommittee on Clothing to inquire 
he clothing procurement policies and programs of the armed services. This 
actior as taken as a result of numerous complaints which had been received 
by the committee up to that time to the effect that the Department of the Army 
WAS « a ron a the purchase of extremely large quantities of 
fabrics s able r ire of officers’ uniforms and was entering into 
ract eY anufacturers for the fabrication into uniforms 

he materials so purchased. The text of the resolution establishing the spe- 





subcommittee and designating its members appears as appendix A to this 
oa 

An informal organizational meeting of the special subcommittee was promptly 
held on the afternoon of Tuesday, April 5, 1949, in the office of the Honorable 
Carl Vinson, chairman of the full committee. In addition to the members of 
the subcommittee, this meeting was attended by the Honorable Wright Patman, 
Representative in Congress from Texas; the Honorable Gordon Gray, Assistant 
Secretary of the Army; and Maj. Gen. Herman Feldman, Quartermaster Gen- 
ral, United States Army, together with other representatives of the Depart- 
ment of the Army 

At this meeting Mr. Vinson advised Secretary Gray that the Committee on 





Armed Services would not wish to see the Army engaged in the manufacture 
of officers’ clothing unless such a procedure was shown to be fully warranted 
b circumstances. Secretary Gray stated that he considered the problem 





to be not so much the simple questi yn Whether or not the Army entered the 


clothing business, but rather that it involved overriding questions of mili- 


Che Assistant Secretary of the Army further called attention to the necessity 
for an immediate determination as to whether or not the Department of the 
Army should proceed with the fabrication of certain quantities of cloth which 
previously been acquired. He stated that a large portion of this material 
been intended for fabrication into officers’ summer uniforms to meet the 





needs of the current summer season. With respect to this program, he advised 
the committee that time was of the essence and stated that the Department of 
the Army desired to come into an agreement with the Committee on Armed 
Services upon the basis of the following propositions: 

1. That the Army would procure no more cloth. 
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ing uniforms may visit these offices, have their measurements taker | 
their orders which are then forwarded to the naval uniform p 

3. Measurements and orders for uniforms may be submitted thre rh ships 
service stores acting in the capacity of transmittal agent 

1 | uniform shop provides a selection of various types of fabri 
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source of officers’ uniforms provided by the Navy consists of read) 
made uniforms offered for sale in ships’ service stores. The approximate tot 


value of ready-made uniforms sold through ships’ service stores in calendar year 
1948 was $700,000 

These ready-made uniforms are manufactured in identically the same manner as 
those furnished by the Army throug] 
clothing depot procures cloth for uniforms and advertises for bidders among variou 
groups qualified to manufacture the cloth into uniforms 
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‘far as present study is concerned. 
o the Army system of procuring cloth 


ows an almost identical pattern with 
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that of the Army and, as indicated above, the readymade uniforms so manufac- 
tured are made available by the Navy through the ships’ service stores. In the 
‘ase of the Army the retail sales outlets scattered throughout the country are the 





Juartermaster clothing-sales stores, of which there are 3 in number and, als 
additional outlets at various posts and stations. The three Quartermaster cl 
ing-sales stores are located at the Philadelphia Quartermaster Depot, Philadelphia, 


' 
Pa.; Fort McNair, Washington, D. C.; and the United States Military Academy 
at West Point, N. Y. At any of these three stores officers may purchase ut! 

forms or they may buy uniform cloth for manufacture into uniforms by their 


wn tailors. It is even possible to place orders for such fabries by mail with the 
Philadelphia store, which will then ship it to the officer so requesting the materials. 
rhe other 26 outlets are not stores in the usual sense of that word There are no 


as are normally found in retail merchandising establish- 


counters or displays such 
ments, the outlet consisting merely of an issue room for the iss tance of enlisted 


men’s clothing. n officer, however, » an officer’s uniform at such 






a place of issue, but anv alterations which he de his 
own expense by an outside tailor. 

In addition to the 29 retail outlets described above, Army post exchanges also 
serve as distribution points for items of officers’ uniform clothing 

Che re | sales outlet of the Marine Corps is the Marine Uniform Shop. Only 
a very modest volume of business is done annually by this activity 





satisfactory to all parties concerned 

Comparisons ¢ f lau ap} cavle 0 th Se 

Che basic law applicable to the Army is the act of August 31, 1918 (chap. 166, 
ec. 9, 40 Stat. 957, 10 U. S. Code 904), the United States Code version of which 


reads as follows: 


§ 904. Uniforms, accouterments, and equipment for officers at cost. 











Uniforms uterments, and equipment shall, upon the request of any officer 
of Army, be furnished by the Government at cost, subject to such restrictions 
and regulations as the Secretary of War may prescribe 

‘ , f 4 . 

The basic law ap! cabie to the \avv on this s ect 1s I na I e act ot 
January 12, 1919 (ch. 8, 40 Stat. 1054, 34 U.S. Code 537 e language of this 
act is identical with that of the Army act, except for the substitution of the words 
‘any otecer of the Nay VY or any officer of the Marine Corps or al offices r f the 
Coast Guard while operating with the Navy or any midshipman at the Naval 

cademy "cadets al e oas ruara sa2aen il¢ i words a Oo ce 

Academy or cad it the Coast ¢ rd Academy n ( I vord Vv off I 
i€ ‘rmy and also the subst iti ot } vords e¢ ary oO he a\ 

f th "! ‘ nd +} bh traf ' f ti wv rd w Yr ry f tl \ VV 


eu of the words ‘“‘Secretary of War.’’ 
This law has been used by the Navy as authority for the establishment of the 
Naval Uniform shop. 


A number of additional statutes of various dates contain identical provisions 
with respect to the furnishing of the same items upon request to cadets at the 
Militarv Academy (act of August 31, 1918, ch. 166, sec. 9, 40 Stat. 957, 10 U.S 


and officers of the active and inactive National Guard (32 U. 8. Code 
n addition to the basic Army and Navy law contained in the sections 
referred to above (10 U.S. Code 904 and 34 U.S. Code 537), the Army has addi- 
tional statutory authority in 10 U. 8. Code 1237, which reads as follows: 





‘*§ 1237. Sale at cost prices of articles designated by officers of Inspector Gen- 
eral’ Department; accounting. 





The officers of the Quartermaster Corps shall procure, and keep for sale to 
} 1 


officers and enlisted men at cost prices (except that overhead costs shall be char ged, 
as prescribed in sec. 1231 of this title, in the case of articles of clothing and equip- 
lit, such articles as may, from time to time, be designated 


age) for cash or on cre 
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Another diifer e between the two services lies in the use of different methods 
account d cost determinatior Although the statutory bases for the two 


‘ { 


tems are identical, in that they provide for sales of uniforms “at cost,’”’ the 
( which is based upon actual costs incurred, 
th dir and indirect, and includes all costs incident to the manufacture and 
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sale of officers’ uniforms with the exception of the rental value of Government- 
owned space occupied by the activities concerned 

The Army, on the other hand, utilizes an arbitrary figure of 10 percent to cover 
overhead. This overhead factor is claimed by the Army to inelude a more than 
adequate Margin to cover costs of transportation, packing, handling, light, heat, 


salaries, and all other administrative expenses Lhis percentage is applied in 
each instance to a base figure derived by adding the cost of procurement of the 
Government-furnished cloth and findings to the contract price paid to a cut, make 


and trim manufacturer for fabricating the same into uniforms 

Army representatives have testified that the 10-percent factor is more than 
ample to cover all costs, including even the fair rented value of Government- 
owned premises occupied by activities concerned with the procurement and 
manufacture of officers’ uniforms. However, opponents of the Army progral 
have openly challenged this contention and maintain that it would be economically 
impossible to sell uniforms at the prices at which they are offered by Quartermaster 
sales activities if a proper accounting were made of all costs fairly attributable to 


the Army program. ‘They contend that hidden costs undoubtedly exist, which are 
not passed on to the purchaser but are borne instead by the taxpayer In support 
of this thesis, opponents of the Army program invite attention to the fact that 





considerably higher prices—comparable to those prevail 





| among commercial 
suppliers—are charged by the Naval Uniform Shop and by the Naval Clothing 
Depot in the case of readymade officers’ uniforms sold to ships’ service stores. 


y ’ 


/ Control of volume of business under officers’ uniform programs of Army and Navy 

4. Army.—The Army computes total requirements for officers’ uniforms in 
terms of current or projected officer-personnel strengths. Account is taken of the 
number of Regular officer personnel in the service as well as the number of civiliat 








component officers on active duty Testimony rece 
suggests strongly that consideration is also given in vil 
requirements to potential pure hases by officers of \ 
ganized Reserve Corps who are on inactive duty 
\ppropriate factors are applied to each of the foregoing gré 
total annual uniform requirements which must be met und 


In deriving these figures, allowance: 





uniform items will be made less frequently personnel « 
than by Regular officers 

In determining the uniform requirements which must be met under its pre am, 
the Army does not seek to arrive at the total number of uniform items which the 
average officer will purchase during any one year, but rather, to determine that 


portion of the average officers’ total requirements which it is anticipated that he 


will procure during the year through Army sources 

Having thus worked out an estimate of the total anticipated requirements during 
any one vear for each item of officers’ uniform clothing, on the ba of anticipated 
officer strengths and estimated per capita consumption, the Army t eupon 


ascertains the necessary extent of its current procurement program, simply by 





deducting quantities on hand or on order from estimated total requirements 
Che significant feature of the Armvy’s method for the omputation of require- 
ments is the fact that it is geared to previous demand Che estimates of antici 


pated per capita consumption of an item during any year are based entirely upon 
past sales experience by Army uniform sales activities with the particular item in 
question. These estimates are revised from time to time as sales experience 
dictates. 

It is very obvious, therefore, that no limit or control is exercised over the 
volume of officer uniform business carried on by the Army other than the extent 
to which this volume may be adjust j uDpwW ard or downward to reflect a rise « 
fall in customer demand Should demand increase, it is reasonable to assume 
that this trend will be reflected in a more ambitious m f { 
program on the part of Army uniform sales activities i 
theory at least, there appears to be no obstacle or restraining influence now it 





existence which would prevent the Army from capturing 100 percent of the ready 
made officers’ uniform business in the event that a steadily increasing demand for 


Army-manufactured uniforms should develop In the light of testimony to the 
effect that uniforms manufactured under the Quartermaster program retail at 
considerably lower prices than those produced by commercial sources and s¢ 

through post exchanges, it is reasonable to assume the possibility of such a trend 





] 
in demand 
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B. Navy 1) Naval uniform shop: Control of the volume of made-to-order 
uniform business carried on by this activity is maintained administratively 
through the simple expedient of holding the number of employees of the activity 
at a fixed level of slightly over 100. If a backlog threatens to develop, no effort 
is made to forestall this condition through the hiring of additional personnel. 
If existing personnel will not suffice, the Navy recognizes that the backlog will 
h a point where many potential customers will turn elsewhere when 
they learn that purchase through the naval uniform shop may entail a delay in 
| months. Thus, a reversal in the demand trend is 
about and a condition of healthy equilibrium is ultimately restored. 
lymade uniforms: No specific limitations, as such, are placed upon the 
business done by the Navy in the manufacture and sale of readymade 
iforms. However, a number of factors operate to maintain this volume 
at reasonable levels 

First, it is the policy of the Navy Department to maintain an alert surveillance 
over the program at all times to insure that it does not encroach unreasonably 
upon Civilian enterprise Although 1 formal agreement has been entered into 





eventually re 








lelivery of sever: weeks OT 











14 
between the Navy and civilian uniform manufacturing interests, a working 
arrangem« yr understanding in principle has been achieved, as previously 
stated in tl report 

Secondly, the maintenance of an accurate and reliable cost accounting system, 
whereby full account is taken of all costs actually incurred under Navy program 
in determining the prices at which officers’ uniform items shall be sold, has the 
effect of ( which is fairly competitive with the prices 

arged Dy 1 \ 

Thirdly, t ‘uniforms are made solely through ships’ 








ser e store iorized to sell commercially manufactured 
iniforms as ade uniforms manufactured under Navy 
sponsorship he | ility at places where 
petit not 
CON ) 4 > RI MMI IA TIC 
| uuld certainly appear to be a fair conclusion from all of the testimony 
Y 1 he hea gs that the 10 per figure submitted | Army witnesses 
an afterthought and hardly descriptive of a considerably more am- 
biti f ier program cove! t manufacture of officers’ uniforms during 
1949 and bsequent vears It ems clear, moreover, that such a program was 
not intended originally to be limited to a mer ardstick for the purpose of estab- 
lards of fabric, color, and desigr Neither does it appear that such 
was intended merely to provide uniforms for officers at inaccessible 
t erseas posts and statior 
et imony indicated that tl Navy and Marine Corps systems seem to be 
( the f going purpost tremely well at the present time. In the light 
1, there seems no reason to quarrel with the Army’s contention that 
1 be allowed to produce and distribute a relatively small percentags 
10 percent—of the uniform requirements for Army officers. However, 
approval of any such policy should be surrounded by adequate safeguards 
ffectively designed and executed to prevent an yperation of this character from 
gett ; tT hand ana a uning I e ambitious proportions 
l That a uniform cost accounting system of the type now emple ved by the 
Navy be adopted by all services at the earliest possible date In this connection, 
Ss urg Committee on Armed Services prescribe a 
lead i nnecessary delays in the adoption of such a 
2. Tha directive permitting the sale of distinctive 
officers’ uniform items through outlets not authorized to sell commercially manu- 
factured uniforms be immediately canceled, and that the sale of officers’ uniform 
tems at retail through all sources other than post exchanges be immediately 
lisco lil ied 


3. That Department of the Army uniform regulations be broadened to include 
a wider variety of permissible fabrics and fabric weights for all types of uniforms 
and that steps be taken to insure the early adoption upon a permanent and stable 








( 


basis of adequate uniform regulations which will not be subject to continual 
change without warning in the future 
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; 1. That the Department of the Army be re quested to cooperate to the maximum 
degree with representatives of civilian enté rprist and to leave no stone unturned 
which may lead to the achievement of an understanding or working arrangement 
comparable to that now enjoyed by the Navy. 


5. That the laws requiring or permitting the sale of uniforms by the Army to 
civilian component officers be repealed and that such sales be limited in future to 
Regular officers or Reserve officers on active duty, in accordance with present 
Navy practice 

6. That the Department of the Army be requested to limit the volume of its 
officer-uniform business—as represented by the sale of officers’ uniform items 
manufactured under Army sponsorship—to 10 percent of the total estimated 
requirements for such items, both in the Zone of Interior and overseas 

7. That the Department of the Army be requested to adopt the following pro- 
cedure as a means of effectuating the policy of a 10-percent limitation on the 
volume of its officer uniform business 

a) That the Department determine and agree upon a reasonable figure repre- 
senting the requirements of the average officer during any year for every item of 
uniform apparel 
Chat t 


he Department determine the annual total requirements for all items 


of uniform by all officers by multiplving the per capita requirements determined 
in (a) above by the average projected strength during the applicable year of 
Regular officer personnel and Reserve officers on active duty 
; the Department undertake and agree with the Committee on Armed 
limit the procurement and prod t 
10 perce nt of the « 
8. That the foregoing recommendations be approved by the full committe 
and be communicated by the chairman to the Secretary of the Army, and that 
in the event of the refusal or failure of the Department of the Army to give effect 


recommendatio! ithin a reasonable time thereafter, legislation be 


uction of 


) 
imated requirements determined pursuant to (6b) above 





services officers uniform items to 





introaus { which will insure the iccomy son nt of the objectives se orth erein 





APPENDIX A 


Resolved. That there is hereby established by the Com ttee on Armed Services 
a Special Subcommittee on Clothing. 
The jurisdiction of said subcommittee shall be to inquire nto clothing procure- 


ment policies and programs of the armed services 





Subcommittee on Clot! ig shall commence its Inquiry or the date letere 
mined by the chairman thereof and shall continue its act ties so long as the chair 
man thereof shall deem necessary Mr. Clinton B. D. Brown, of the professiona 
taff of the Committee on Armed Services is detailed to assist the chairman and 
members of the Subcommittee on Clothing 

Upon completion of its inquiry, the Subcommittee on Clothing shall report its 
findings and recommendations to the full Committee on Armed Services, at which 


time said subcommittee shall cease to exis 
The following members of the Committee on Armed Serviese are hereby 


appointed to be members of the Special Subcommittee on Clothing 


F. Edward Hebert, Chairman George J. Bates 
Melvin Price Paul W. Shafer 

O. C. Fisher Charles H. Elstor 
William J. Green, Jr Jack Z. Andersor 
Edward deGraffenried James E. Van Zandt 


On April 5, 1949, the full Committee on Armed Services unanimously adopted 


this resolution 





APPENDIX B 
APRIL 11, 1949. 
Hon. Kennetu C. RoyAtt, 
The Secretar - Department of the Arn /, 
Washington 26. D. ¢ 


Dr AR Mr SECRETARY Mr Vinson has recentl appointed a special subcom- 
mittee of the Committee on Armed Services to investigate the clothing procure- 
ment policies ar ad practices f the armed service TI act was taken follow- 





[AL AND INDUSTRIAL ACTIVIT‘ES IN GOVERNMENT 


complaints from the Honorable Wright Patman, of Texas, and 











bers of Congress to the effect that the Army is currently en- 
ness of manufacturing and selling uniforms for officer personnel. 
y meeting with reference to this subject was held in Mr. Vinson’s 
office o1 i lav, April 5, 1949 At this time Mr. Vinson met with the members 
of the ewlv appointed subecom1 ee together with Congressman Patman, As- 
sista ~eeretarv of the Arn Gray, and Maj. Gen. Herman Feldman, Quarter- 
aster Ce ral of the Army 
During the discussion which ensued it developed that the Department of the 
Army has already procured certain fabrics suitable for the manufacture of officers’ 
iniforr These materials were intended to be manufactured into uniforms to 
satisf equir f s for officers’ su ( ns during the coming summer 
SCAaSO! Contracts have already been awarded to certain clothing manufacturers 
for the manufacture of a portion of the materials so procured and the Depart- 
ment of the Arn intended to award additional contracts in the near future for 
the manufacture of uniforms fro the balance of these materials The latter 
contracts are being held in abeyance pending the outcome of the current investi- 
gation or until such time as the Committee on Armed Services inideates that it 
has no o ction to their being awarded 
With reference to these contracts now pending, Mr. Gray advised the chairman 


and other members of the committee that it would be in practicable to postpone 


a decision as to Whether or not the Army should go ahead with its original plans 


itil aiter the cor pletion of the investigation Accordingly, Mr Vinson directed 
the special subcommittee to commence hearings at once with respect to the pre- 
liminary question whether or not the Department of t Army should proceed 





with its plan to award additional contracts for the manufacture of fabrics already 
procured which are now on hand in the process of delivery He further directed 
that the subcommittee be pre pared to report its recommen lation on this issue 
prior to April 14, 1949. 

In accordance with the chairman’s instructions, a hearing was held by my 
subcommittee last Thursday and testimony was received from the Assistant 
Secretary of the Army and Quartermaster General Feldman to the effect that the 
I abries for the 





Army has already procured the following quantities of uniform f 
manulacture of officers uplforms Yards 

Tropical worsted 1, 780, OOO 
Wool elastigq ie 511, 000 
Wool elastique 566, 000 





Total 2, 857, 000 


The witnesses advised that the above materials are now in the process of 
delivery and they stated further that contracts have already been awarded for 
the manufacture of the following items from a portion of the quantity of troy ical 


worst d material proe ired as described above 


Cap cove! 125, 000 
Shirts : 200, 000 


In addition, the witnesses stated that the Department of the Army has been 
planning to enter into additional contracts which would provide for the manu- 
facture of the following tropical worsted items 


Coat 53, 000 
lrousers * 165, 000 


he issue before the subcommittee was whether or not the Army should be 


permitted to proceed with its plans to award these additional contracts for the 
’ F j 








nanufacture of coats and trousers 

After car il consideration of the question, the committee arrived at the con- 
clusion that it would not be practicable at this late date to prevent the Depart- 
ment of the Army from proceeding with its present plans to award these con- 
tracts Accordingly, the committee resolved uns -ly that the Secretary 
of the Army be given notice that the committee nterposes no objection to the 
awarding of contracts for the manufacture of the following items to be fabricated 


from a portion of the 1,780,000 yards of tropical worsted materials which have 
been procured by the Army 


Coats ; 53, 000 
Peonaers 165, 000 
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This action was taken by the committee with the expre inderstanding that 
it was 

1. Without prejudice to any findings or recommendations which may result 
from the forthcoming investigation 

2 Chat it does not in any way imply approval by the committee of the present 
policies and practices of the Department of the Army with respect to the pro 
curement or manufacture of officers uniforms or of the materials from which the 





same are fabricated 
3. That there will be no additional procurement by the Department of 
Army of cloth or other materials suitable for the manufacture of officers uniforms 
1. That the Army will not attempt to fabricate cloth which it now has o1 
hand other than those quantities of tropical worsted which will be required to 





manufacture 53,000 coats and 165,000 trousers. 
For your information, the special subcommittee will resume its overall investiga- 
tion at the pleasure of the subcommittee chairman Please be assured that you 





propriately advised as soon as further hearings are scheduled. 
Very sincerely, 


will be 


F. Enwarp HERBERT 


Chairmar Special Subcommittee 


Approved: 





Hon. F. Epwarp HE&BER! 
Chairman, Special S ibcommittee, Comn ee on Armed Services 
Hlouse of Representat ves, Washington 25, D. ¢ 

Dear Mr. HéBERT: Reference is made to your letter of April 11, 1949, to the 
Secretary of the Army, concerning the procurement of uniforms for officers 

In accordance with the clearance given by vour subcommittee, as *xpressed 
in your letter, the Quartermaster General has been authorized to resume the 
procurement of 53,000 coats and 165,000 trousers, to be fabricated from the 
tropical worsted cloth presently on hand Also in accordance with the limiting 
conditions as expressed in the letter, action has been taken to assure that, unless 
otherwise directed by my office: 

a) There will be no additional procurements of cloth or materials for the 
manufacture of distinctive officer-type uniforms 

(b) No further action will be taken to fabricate the cloth and materials now 
on hand into distinctive officer-tvpe uniforms, other than those quantities of 
tropical worsted which will be required to manufacture 53,000 coats and 165,000 
trousers 

The Department of the Army appreciates vour expeditious consideration and 
notification of action in this phase of the investigation, and remains ready to 
cooperate to the fullest extent in the subseque nt phase Ss 

Sincerely vours, 


(JORDON GRAY, 


The A tant Secrel 1 of the Army. 
Exhibit A Comparative price list 
Reta Who ‘ Ret W } 
rice \ prices Dy r t rices by 
1 , ommer uarte ! 
I f ul r u r 
lanuf nuf 
tores turer tores turer 
Elastique ¢ 1 SK, RIK Af ( ( $i ( $ 0 
Elastique pant ( 2 | t 20. 00 5 
Battle jack« erge Ss. ( 25. Of | + 00 
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We call vour attention to the fact that the quartermaster sales store sells at 
retail at the above prices rhe comparative prices from commercial sources are 
wholesale levels to which must be added a normal retailer’s markup. 


CONGRESS OF THE UNITED STATES, 
Hovuské OF REPRESENTATIVES, 
Washington, D. C., June 26, 1958. 
Hon. Cecin M. Harpen, 
Chairman, Intergo ernmental Relations 
Subcommittee of the Committee on Government Operations 
House of Re presentatives, Washington 25, D. (¢ 


Dear REPRESENTATIVE HARDEN: I am sending you the enclosed statement 
with the request that it be presented as my testimony in defense of the United 
States Army Quartermaster Depot in Philadelphia when your subcommittee 
resumes consideration of proposals to divert certain Government activities to 
private industry. Copies of my statement are being furnished to all members of 
the Committee on Government Ope ratiol 

sincerely yours, 
WituraAm A. BARRETT. 
STraTEMENT OF Hon. WiuuraAM A. BARRETT, A REPRESENTATIVE IN CONGRESS, 
FROM THE STATE OF PENNSYLVANIA 





Thousands of my constituents are gravely concerned about the security of their 
employment in the Government i allations in South Philadelphia, particularly 
the United States Army Quartermaster Depot There are widespread rumors 
that consideration is being given to deactivating this depot or curtailing its fune- 
tions to t extent that there will be ss unemployment. I bave been deluged 
wit! ail and approached by various delegations urging me to protect the liveli- 


hood of these workers and to point out to the appropriate authorities the sig- 


nificance of the contributions of this depot to the military establishments during 


the past century particularly Guring times Of national emergencies 

This panic is a direct result of the investigations being conducted bv the House 
Subcommittee on Government Operations. Since the results of this general 
survey now under way to determine what functions of this depot might be per- 


j 


formed by private commercial and industrial concerns be reported to your 
subcommittee, I would like to present some data that would not necessarily turn 





} 


up in a ‘cost analysis’? report but which should be taken into full consideration 
} 


before any recommendations are made to engulf this depot in the dollars and cents 





economy drive. 


There seems to be a great misapprehension that t] 


e Philadelphia Quartermaster 
Depot is a “‘factory’’ in the sense of our mills, refineries, and mass production 
plants. The depot co ild not even be considered to be in competition with small 
business because it would not be feasible for a group of small firms to maintain the 
rea‘liness that is peculiar to the very nature of this type of establishment. 

In 1932 the Congress made a similar study of the matter of Government com- 
petition with private enterprise and private industry itself did not favor closing 
the depots but recommended legislation to have the War and Navy Departments 
make 10 percent of their requirements without regard to costs in order to provide 
a nucleus for expansion in the event of national emergency Since that time, the 
Army has administratively held its clothing operations within the 10 percent 
limit The occasions when this percentage was exceeded were very rare; in fact, 
on many items the percentage is much smaller and there are many military clothing 
items that are not manufactured at the depot. 

The Philadelphia Quartermaster Depot is peculiarly adaptable to performing 
manv other services which could not be economically or readily contracted for 
from commercial sources [hese services include utilization of remnants which 
are generated in the supply system in the amount of approximately 5 percent of 
the total quantity of materials procured, resulting in material conservation and 





savings; production of nontariff-size clothing and special-measurement uniforms 
for individuals; serving as a proving ground for specifications, drawings, and pat- 


terns (production runs are made wherever possible on new items before commercial 


contracts are let); production of experimental items for test purposes and com- 
pleting de'aulted commercial contracts when the item is in critical supply or when 
other factor indicate this pr cedure to be to the Governr ent’s advantage. 

Phe depot personnel perform a valuable consulting service, particularly for 


small-business concerns who are interested in obtaining or who are working on 
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contracts for Army clothing The factory affords an opportunity for detailed 
study of manufacturing operations, and also may provide consulting and pro 
duction assistance at the contractor’s plant if required ‘The instruction facilities 
of the factory were widely utilized during World War II 

One of the most vital functions of the depot, however, is to provide facilities and 
staff technically adequate to meet urgent operational supply requirements which 
arise in every emerge! I} Vas n t recent emplified at t tbreak of 
hostilities in Korea lhe facilities of the factor vere lmmediatel utilized at 
virtually 100 percent capacity for production of items ( ould not be obtained 
from commercial sour in the ti required Che depot was notified late 
N ember 1950 that it was imperatiy at 223,000 special field jackets be pr 
duced by eend of Decemb«e Ss ul at i Ley pon i ( 
Or Sf} ica uteria ( ! il sul i ere ( I el 
S e ma nd 1 er iate i | ‘ 1s 
to t Dp i ot a a ng a sta ! i ( em 

itl phe enal speed and efficie 

LI 1 UD le tril ) ol 1 t ! i ( he 
whi United States ha participated I the past ce I i itter of 
his I I d} uN en p f und ild be pos 
in ti I ire f the Governme vere act « he bas f te porary econo- 
mit ind expedie , 

You ca t 4 1in a standby pla haracter by reducil t to a mere 
sk ) ra mM, or abolis it and p to \ t ove ight { 
evi of an emerge \ pool of tra 1 workers 1 | iailable Pheit 
ski! ! t be i Llrie ital h pea wen ry must t be allowed to dete- 
riorate thr h lack of ¢ 

What I am trvir imp il l 3 ut the ole proposi- 
tio : ) nerely yne of dolla i 1 ee ( ¢ i e Quarter 
masts Ce p the avauiat ota Ippl puree ie! nos eeded 1 Also 
the hu i ele r { Oo ed l elr I 1 is 
fai il workers for e Government mal f ive ec il elr tasks for 
any t ea 

SMELTING 
Ma 14 1953 
He THOM KUCHI 
{ \ \ () / j 
HW } ) D. ¢ 

My D ‘ o the W ol e of 
the N il Deal { xmed me that 
you have a te of the Air Fo the tate 
that there ( ement t up to | 1 t m f 
wre qd ar le Chey also state that this installa- 
tion is tota lume of meterial generated at McClellan 
Field and tl in order to prevent the material from 
backing up on the base it is necessar to install their ow sweating operation 
This is most emphatically untru I refer to our previous letter in which I 
informed you that for the past several years we have handled approximately 90 
percent of the aluminum material generated by McClellan Field During that 


time, with the possible exception of periods during which there were teamsters 
strikes or other conditions which could be construed as acts of God, we have 
always kept this Air Force installation in spic and span shape as.regards the 
removal of material It has not even been necessary for us to ever operate our 
sweating installation for more than one 8-hour shift per 24 hours in order to 
accomplish this. The contention of the Air Force that this installation is in- 
adequate is completely and utterly ridiculous. We feel that should McClellan 
Field accumulate from 4 to 5 times the volume of material they have been accu- 
mulating, we could operate on 3 shifts and handle the material with ease. 

For your further information we have also a sweating operation in our San 


Francisco plant. We have just recently completed running on toll for the Ameri- 
can Smelting & Refining Co. a quantity of between 950,000 and 1 million pounds 
of the same type of material generated at McClellan Field Chis material was 


returned from overseas and allocated to Federated Metals Division of American 
Smelting & Refining Co. who contracted with our company to run the material 
for them. The actual running of this merchandise took us 22 working days. 
Our sweating installation at Sacramento is a larger unit than the one in San Fran- 


cisco. I think this should adequately answer the contention of the Air Force. 
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ridiculous by our knowledge that 


he necessarv steps to stop sales of 
sposal branch will have on hand a 
rmit maximum utilization of the 


truction to MeClellan Field can 
‘n Wright Field and MeClellan 


ribes our position in this matter 
irselves and our industry 


s matt 
Mars Merat Co 
By ALpPpER L. GoLpBERG. 
» ( AMRER OF C'OMMERCI 
May 15, 1953 

( r writte pport of previous 
Goldberg of the Mars Metal Co., 

» establish certain metal-processing 


> of the San Francisco Chamber of 
of reputable trade groups, and is 
We are advised by bankers that 


ra period of years 
presented to the San Francisco 
metal-treating plar at McClellan 
r Force Base near Oklahoma City. 
would needlessly displace private 
it of the San Francisco Chamber 
etition with business without any 
ce 
probler ( hat present 
V¢ L\ Ty ¢ as oO 
\ 
I - i ou;r hop Ss are 
i NN copl Oo 
ailliard 
fc F Fox. G Vanaae 
( } \I ( 
/ ly 195 
it \Ue( i] | 
era 4 cost of 
1 \ i c ope ra 
lee i | 1, hay beer 
’ \ Foree and als« 
( ‘ il ced |} pub ( 
. ] 
(JLOBE METALS Co 
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San Francisco 24, Carn V , 196 
OHN F. SHELLEY, 
House of Representatives 
Washingtor ( 
Dear Str: We understand it the Government ce er la ) 
build rnaces at McClellan and Tinker | is for e purpose of swea 
vw m scrap 
We would like t¢ yn record at this time and str ly prote ur th ac 
th ht be taken by the Governt n regard to this matter. This would 
ré lt a ve er te rap deale \lost dealer ive 
1 considerab! vestme f the se purp of processi cl 
material. We feel that the vaste-n | business s ld be handled 
DV a compete lealer | e facilitic o do so 
We strong I that you tal mn ite acti it O1 t Air Fo 
Dut al Government agen hat might be « eri tallix er ment ) 
process a tvpe of serap or e byproduc 
Let’s leave the crap and Ww ( na rial | ( ( peopl o ha 
ted their hard-earned dollar d know \ proc ind expedite such 
materia Our people have spent iny ul ( ind cloping me . 
und tect ies for t proper pr g of rap We feel i 
the taxpavers’ mont ld or sho better e than inte! : 
vith private enterpri In « ernme illations of this 
kind oO 1 forces ( losing of n i a 
Vi Vy tI ly vou! 
N. Crreo [Ro \ 
W. R. Tr i Gener ! 
West SpRINGFIE \I June 1¢ 153, 
H JOHN KeEa NEDY, 
ii T led State Senate 
Washingt dD, ¢ 
Dear Si ror KEN , We wv o pia a as def 
po 1 to tT ( Ve mn pati - t ( 
“ ee he : \\ lerstand 
- 1 5 Business Ce ev hold a hear utter pat f i 
ont tallation of al I at f aces | he Air Fores 
Your att ! t natter w 1} itlv appreciated 
\ | ‘ 
\ | Savy ‘ Wot | 
i, & SS at t 
MPLOYMENT SERVICES 
MuncrgE Et rs ICI 
J l e 
Mrs. ‘ HARDEN, 
H K f 
Was/ D. ¢ 
D Mi HAR It understa t e House G t 
Onperat Subcommittee, of w ur e he is] end the 
Keck Gover! t should « ‘ ! ompetit ro ( nercial- or 
ndustrial-tyvpe activiti vith pr e busi h large and all 
Please let me co ratulate th ttee on that rec endatior 
\I [ hereby offer reas¢ why pr public ¢ loyment age ild 
head the list of Government busine perations which ould be opped 
\ll the arguments as to whv t (Go ould t be in b upply, 
of course, in the case of public nployment encies laxpayving private em- 
ployment agencies certainly deserve the same protecti from Go nment 
competition as do the manufacturers of any product, or as do the private « wwiza- 
tions engaged in the rendering of any servic 
However, if we are to prevent dictatorship, Government control of employ- 
ment—either direct or indirect—is the very last thing we want 
The public employment service has succeeded in placing signs in at least some 
factories in this vicinity telling would-be applicants who go to that particular 
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factory for a job that no applications are taken there—that anyone wishing em- 
ployment there must apply through the public employment service. 

When a man is denied the pr ege of making application for a job at any 
pr it ( A when he has to go to his Government for a job, he has lost 
a large measure of his libert } mber of places displaying such signs at 
t} ‘ e! ma Bu agree with me that whe any Government 
| G is on a ¢ i isis 

\ ung ga ) r he cannot get 
: rg fj F erm yn from his 
G t America : 

| ‘ ‘ {emp ment age vill offer a num- 
1) ( ( ! trie age! business 
N 

al I 1 1 
\ 
(a \ N L NIN {AM 
lor WOR lex / 1953 
Re e Hat 
j R 
i nat a 
| I uM H i W ase that you ar 
1 eH G ~ nto the 
1 era f ( ‘ ‘ field f i ( rise CO . 
ay pl ( ‘ Phe east tems of 
ta i re ( ( I fee $ 1a i ( icl i 
1 | ler i l ) meet the 
itter i P4 1 i é e re itives of private 
‘ Y \ fer , t vT ( } Ci mie competition I 
ca ‘ f I repr i t I trus i will conside 
+} { | j ) ( { i mie 
te ( 1 exp en rf yn as regard 
Gove erfe e Ol ( I ever, I ul is brief as 
possil 
la e < ne or a ite ¢ | ( eY 1 1 ers i my pro- 





} e mM ca and ! s ClAlIStlc a ( the United 
S ] Service a ry § Le that our 
( entering ¢ I tive ) ’ ( This 
( ri ‘ lire i 1 Oo! i eva OI! 
( rite 

1K f USES a Sta ; F seni bing 





i t ( ( ut i it permits and en- 
Fede und State \ ( i ss and applicants 

| ece i ( Ke¢ ( | i nine oft this 
pl e | Gove ( vith t undling of unemploy- 
ment m pe ition and socia ( rity, as Government Cla s ut on the con- 
trar \ eave more one for s essful handlir Che proposed cut 
appropriation for the Department of Labor sets forth that there would be 

I reqauctio in the $1,340 million for grants t » States tor public assistance Now, 
these unnecessary and expensive outside solicitors are part of the ‘‘public assist- 
an ; heir é ing from the ene would not |} amper the other functions of 
the State agencies I do not confuse these outside solicitors with outside plant 
inspectors who recommend and handle full staffing of large industrial and defense 
d and semiskilled help. These men and this service is needed 

ir side 





the original intent (including its supplements) of the 
s fu y ies proselyting employed 
| Why is this permitted—where is the need? Why should our 
taxes cont e to support and increase such activities? The W-—P Act gives USES 
and the State agencies the right to make such unnecessary solicitations, but it 


further abused by these Stat 





they have to do it. Certainly in these days and times, there 
no need for taxpaid employees to do a job that is not necessary. Such activities 


does not follow that 


L 
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have not materially intruded into private business until last year their 
elaborate setups which were spawned during the last war, the } ntly 
found that their need for staffing large defense and industrial plants ¢ isting 
mass unemployment has dwindled in scope Therefore to perpetuate themselves, 
they have branched out into private business, competing with private enterprise 
heir operations, plants, offices, and overall setup has snowballed to the extent 
that now, in ord heir operations and insure the pork barreling of 
taxpayer’s money il tl Olitical pockets, they have to seek for action in the 
fields of private 

We certainly USES and State agencies discontinue placing of 
white-collar workers if ss ers and the employers of said workers appeal to 
them for help 1 yor ies di mou their soliciting 
obs and worke are already emploved. If curtailment of such 
activities could be effected, private enterprise and private business could operate 
as in the past without having our Government as a well-financed competitor. If 
any private employment service could get their hands, up to their elbow n 
Federal funds to be used in employing a large staff of solicitors, we could compete 

ly ‘ nie t 

I do not } Ow whether I have ¢ pre ed 1 sell ¢ arly or if I have ra bled too 
mucl Boiled down, after explaining our position, | hope that, not through 
appropriation reduction for that has already beer ettled apparently, but by 
someone getting in there and making the Federal and State agencies discontinue 
their soliciting personnel, can we be he lped Then, with such restrictions placed 
on them, their encroachment on and in p v1 would | 
halted But getting them to agree to do them to a 
will be two different things. They won’t big boys 


not make them or will cover up for them i 





preservation are powerful things to reckor 





chance. Can you help us 
Very truly yours, 





PAINT MANUFACTURE 


ATLANTIC VARNISH & Paint Co., IN¢ 


Cha oman, United States House of Re esentative 





Wasi agton. D. ¢ 
My DraR REPRESENTATIVE HARDEN: Am taking the liberty of attaching copy 
of letter I sent the Honorable Hart F. Byrd on Mar 25, 1953, which I trust 
Q elf nianat« 
I fairness to tree enterprise rco I r ree I ri ( S Col leration 
for afta able report ¢ thie VV d oO! g t f e } 
rr g vi vill give this matter 1 sual a { e are 
Yours very tru 
J A. ND P 
\ ic Vat a Y r Co IN« 
l J 19 





and Lac ier A ) it I { the i ( er ] and import 
int article to pa i di f the | ] 1 State I ( itieda ] 1 of 
Navy Paint Production Urged I have ed tl urtic n re 

A committee of naval officer long with no rested ind sanda 
group representing the paint manufacturers of the United States have unani- 
mously recommended that the Navy discontinue the manufacture of ss 
which is in direct competition with free enterprise in these United States Ir- 





thermore, it is the belief of the paint industry that the Navy could purchase its 
paints cheaper than they could be made by the Navy. 








AND INDUSTRIAI 





ACTIVITIES I 








N GOVERNMENT 





\ ear! pera i 1 fl ce I ipport of this committee’s 
( if that e Na I { t he ia ture ol paints and hope 
\ l f » help t i 
\ ry tru 
President. 
, R A] & CoLtor Wort! 
I Vl Vay 27, 1658 
H l : Kl 
] 0 / HW } ( 
Dear I I I Ss Inte el al Relatior 
( iA Rey i ] r i ! f ings ofr 
G e of cor al produc 
be ¢ ! » be « i his subcom- 
j ’ , » + ' | \ ) it | appear hefors 
' | of e Navy’s paint 
T 
[ r a \ I { and f res pr that the 
N pa r fr | \ i prices lower 
t i wnufacture pa | 1 eir ¢ plant ” 
M pa nd \ ind wns to « the entire per- 
at ) | } N ants at the pr nt 
I { I eff f r the ation of the Navy com- 
p ! appreciate, too, if yuld keep rmed of what effort 
\ i Lt 
I i nue I ap i your ere und ) il n this 
mat I ; io 
\\ ‘3 
\ 
AL, 
, as ( 
\ / > ay lg 
1] ( \1 H 
( C ] 
j . DD. ¢ 
1) { OM HAl ( I a I r teleg m of 
Ma ) \\ { na De ¢ ( ( tb | ne ur s shipbottom 
| factured I \ d e believe ld be ipplied 
| 
We i { ¢ t inter i roval t forts made ul lustry 
i 4 i (x er i I em ipp I rivate manulac- 
t \\ 1 ympetitive nor ha re productive 
eed I | tal produc 10 DY e Government. 
\"\ uval require vecifically, we note that consideration is 
I aval pa fa I hdr from all manufacturing except 
f arda 4 pbotto ) luding the plastu Private 
I pr large qua ( re-! dant pa { i cal produce all 
t paints and hot pla required 
S ) i fall eve ories Ss lor a 1 16X, 105, 
l 20 and 121 are nonrestri 1 I i mal i rers already produce 
\ 1 is MIL-—P-15125 are available o1 throu manufacturers 
ure a qualified products list To our best knowledge our firm 
is t rcial source of Ships rmulas 14, 14D, 1438, 145, 146, 15HP, 
89 and Le We vould be | } ) Dlcense otner ma lia irers to assure 
co etitive pr and adequate volume 
eries, 14, 14D, 143, 145, and 146 could be produced by any 
lrer possess a irnish fire and a roller or pebble mill. 
and 90 do require some additional, but not unique, equipment. 
not plastic equipment capable ol producing 2 million pounds 
a regular 40-hour week We cannot accurately state the 
Na Department. We would be willing to increase our 





for these coatings ant 
le supply and comps 


ve woul | also L1icens¢ 


tion. 


other manufac- 





| 
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should be decentralized; 


that is, manufactured in various parts of the Nation. It is not our place to define 
vital defense areas, but it would appear that the two naval paint factories are in 
important target areas and production could be interrupted, if not eliminated, in 
the event of hostilities. 


We believe the manufacture of the above cos 








In closing this letter, we would state that our investment in manufact 





rights, technical knowledge and facilities for the above 











the naval paint factories in direct competition 
manufacturers. We believe that with minor ir 

aY } % hint ++ ? ' +t wis { . ~hatil 
can pa Uk Sry} oO oO and MOL Plasvle COatl 
factories, both in quality and quantity. The 
excellent force in the Inspection of Naval Materi: 


delivery of materials of the highest standards 


be in production in 2 to 8 week 





committee act in favor of private industry and recommend 
complete al of paint manufacturing by Government factories We 
) id be Most willing to participate in Turt r discu mn on S general subject 








Conat F THE UNIT! 5 ES, 
Ho 9F REPRI I ; 
Wasi ngton 3: ¢ VJ 8. 1958, 
H Crcin HARDED 
(/} Nal n? fee ? Inte go y yt Re ns, 
4 lee o GC ove A t (ne ? 
Ho Re} ntat 

My Drar CHAIRMAN Harp! It i inderstandin hat ur subecommittes 
Vill CO ( ( PAI oO June Von ¢ I ( co re mn the ma fac ire 
of ¢ I il produ é I e first ite s for dist ) De ¥ paint proaucts 

I str \ rge that ou recommend the discount lan ( the Navy pall 
mal g Op ) suc practice plac the Na Departmer opt 
competiti private dus try s fu qualified to me i ! ifica 
ti und require nts ip | t Loe it p ( pDstantiall iower than 
Lose cl ( ixpavers are fi ed to pa under the preset! syst suc 
( ry] Lalice the Departme of Na paint and irnish ma facturin 
pla ld be a I wntial Savi ti e Federal Gi rl el 1 i rea 
mo ard « oal of econon 

\ varmest regards, I an 

S y 
SAN \. FRIEDEI 


The House SUBCOMMITTEE ON INTERGOVERNMENTAI 
Washinaton. D. ( 


GENTLEMEN: We, as paint manufacturers rge that the United States Navy 
discontinue manufacturing of paints The United States paint manufacture 
with their vast amount of experience and finest equipment as well as trained 
personnel, are able to furnish all the paint that may be needed | the United 
States Government at any time 

The paint made by the United States Navy is in all instances more costly to 
the Government than paint purchased from manufacturet inder the same 


specifications 
Yours very truly, 


Hon. CECII M. HARD! N 
Chairman, House Subcommittee on Intergovernmental Relation 
Washington, D. ¢ 
DeaR Mapam: As the chairman of the House Subcommittee on Intergovern- 
mental Relations, | am writing you regarding e heari being held with refer- 


ence to the Navy’s paint manufacturing operat 
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he Na le late of May 28, possibly in deference 

ind opposition being manifested to their 

nanufacturing a ( ave issued Sec Navy instruction 10360.1, 
estion 1 erit f this undertaking, based on past ex- 

10 year ( e have watched with considerable 


ta pa g operations of the Navy (and in 
ental depart! but the Navy in particular) in the paint 











riolt and then they vent out to the 
1 while a limited practic their part of making certain types 
I mari wd retera Vy bD Lol paints might be con- 
und Lgl le to hey have gone into this undertaking 
nv rea I } 1 f me itv or practicability. 

loubt in our is but hat as 1 h a 75 to 90 pe reent of the 
‘ rc | e ho t by ther Tro! private concerns as 
aper, thar f are making them, if the accounting system 
vere ‘ » to refle all the ac al direct and indirect cost 
rtal It only by blanketing these operations that 
i vy carry their activities bevond the 
for | erally admitted a fairly sper ialized 
al £ ) ts and protective coatings of every descrip- 
all of their naval installations all over the country, such 
I Naval | g r paints f the Navy paint 
aches the ridiculous both in econo ervice, and commonsense. 
rective instr ts the Navy manufacturing departments to restrict 
frankly, we don’t think that the activities of their manufacturing 

ng to be altered a great deal by this broad, formal order 


pectfully request your serious consideration to 

acture of all paints, 
specific highly specialized coatings exclusively for boat work, and 
juipment and huge stocks of raw materials that they have always 





ses of against the most remote contingencies, even 
else, be released and made available to the trade. 


iest made by a small concern like ours is not based 
ard s competition, but is truly in a sense of fair 
vernment activities to the field that the Constitution 


make this final plea for your consideration and ine 
the Government out of all types of business enter- 
factur and what-hav at are in direct 

I lucing the influence of 1 Government 
at are emploved in thes ndertakings, including 





best terests and beliefs, and thereby 


Kast P. ( June 9. 1953 
fl » 
i i ) D, ¢ 
nar been advised that ir committee i Start hearings on 
icture of commercial products 
el operation t e and all of the aint dustry object 
plants operated Lhe Navy at Nortfoll \ 1., and are Island, 


plants ar ped \ the most modern paint production 


1pabi I s Allo Ol paint a day. 
plant is used ] al the Navy « ore installations and 
anai made Oo! agi ( S that 1t cost ( Navy v and the 
I i States lerably paint made in 
ant than if e Na d 1 on specification 





ighting, the Navy 


here Was a general feeling that 
i not supply the volume of paint req lired by the Navy for 
t and this was not 
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true, the Navy was given a blank check to do as it pleased and the result is, today 


, 
a very serious threat to free-enterprise system, and such a threat should not be 
continued because When one governmental agency is allowed to conduct such an 
operation there usually 1 pressurt bv other agence! to ¢O tuct similar manu 
facturing enterprises or related manufacturing enterprises 

I honestly believe that this Navy paint manufacturing operation could be di 
continued at a saving to the taxpayers and that like paint products could be 
purchased on competitive bids from the more than 2,500 independent paint 
manufacturing businesses strategically located throughout the country ready and 
able to quote, manufacture, and supply the full paint requirements of the Navy 

The paint industry has made grest scientific strides in formulation, equipment, 
and manufacturing procedures through the cooperation of jointly conducted 
research programs al d through the cooperatio of the paint raw material and 
equipment manufacturers. This advancement has _ bes ( ed by the 





National Paint, Varnish and Lacquer Associatio 1500 RI lar 
NW Washington, D. C The guidir or is in tl program has been G 

Joseph L. Battley who was selected by the association because of his many yeat 
experience in (rovernment servic oO our country, and adeep Convictions as 
result of this service ha 1 him to believe that lustrv wherever possible shoul 
be allowed to supply and manufacture the needs of our Federal Government an 


armed service When this is done, a lower cost results to the Government whi¢ 





\ we i agree that this would be a dangerou precedent, ¢ 1 1 am sure that if 
such a use of prison labor is dangerous to the welfare of our country, the continued 


iring field of 


o continue in fields of endeavor which can be adequately financed 





bv present industry must be terminated as quickly as is possible 

Lr closing, | VO d sav that the Navy has no more right to be n the paint 
manufacturing business thal they have to be in the soap and igal wnufacturing 
business 

After you have given this matter your most careful consideration and checked 
the tacts as presente 1, | would appreciate your using your intiuence to terminate 
the Navy's participation in the paint busine and to terminat rovernment 


of by pri- 





manufacturing ente rprises which are presel tly ymequately ts 
vate industries 
Best re gards 
Very truly yours, 
WitLiAM A. Situ, President. 
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COMMUNICATIONS 


DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 


Washington, April 23, 1958. 


Mr. Joun E. MEANeEY, 
Alhambra, ( 


Dear Mr. Meaney: This will acknowledge your letter of March 25, 1953, 








addressed to the Secretary concerning the operation of a teletype communications 
tem by the General Services Administration for the Federal Government. 

Che present administration is very conscious of the many areas of governmental 
operatiol which need study and the possi! ility of stating new policies, The 
President and the heads of the various departments are i! stituting these studies 
by able people, both within and without Government, with the view to seeking 
the very best advice possible with respect to these many problem 

As you know, the communications system to which vou refer is under the juris- 
lictio f the General Services Administration and I am sure when the new 
Administrator takes office, he will doubtless want to give this particular probl m 
his sincere consideration. 

Although the Department makes considerable use of the General Services 
Administration’s system, we do send a considerable number of wires over the 
Wester! yn telegraph system where program necessity so requires. 

Sineere I 


R. D. APLIN, 
Secretary’s Records, 


Directo . De partmenta Administration, 


Orrice oF Dwicut D. EISENHOWER, 
Denver 2, Colo., September 22, 1962. 
Mr. Joun E. MEANEY, 
Alhamobra, Ca 





Dear Mr. Meaney: This is to acknowledge your letter of September 6 in 
regard to the Federal Government establishing a teletype system which deprives 
the Western Union Telegraph Co. of long haul revenues We will forward your 
letter to the general on his campaign tour 

lhe general has often expressed himself as favoring a policy which will give 
America back to the people He does not believe in the Government interfering 
with private industry or taking over activities which belong in the hands of 
individuals 

We suggest that you pursue this matter further after the general takes office, 
At present he has only the status of a candidate and is not yet in position to take 
definite action 


Thank you for writing 
sincerely 
ARRoTT WaASHRURN, 
Personal Assistant to General Eisenhower. 


GENERAL SERVICES ADMINISTRATION, 
Wasi ngton 25, is Apri 24. 1988. 


Mr. Joun E. MEANEY 
Alhambra, Ca 





Dear Mr NEY: heiferer is made to your letter of March 17, 1953, to 
the Honorable Sherman Adam and to the reply of April 15, 1953, from the 
Office « he Director, Bureau of the Budget, in which it was indicated that the 
matter presented by you had been referred to the General Services Administration 
for consiaeratior 

You are advised that we are working with the Western Union Telegraph Co. 
( t | pose of thoroug! exploring the economic and t« hnical possibilities 

ru ng Western Union s¢ ices for meeting the needs of this administration. 
S ere] " 


RussSELL FoRBEs, 
ict ng Administrator. 





» 
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GENERAL SERVICES ADMINISTRATION, 
Wash ngton °< ; Vay 12, 1958. 
Mr. JoHN E. MEANEY 
The Commercial Te eg aphers l nion, 


Alhambra, Ca f. 


Dear Mr. Meaney: Thank you for your letter of April 20 in which you were 





kind enough to offer congratulations upon my appointment as Administrator of 
General Services I appreciate, too, your good wishes for my administration of 
this important Government agenc 

I find, upon checking your reference to the teletype system operated by the 
General Services Administration, that Mr. Russell Forbes, Acting Administrator, 
wrote you April 24 on the subject. He advised you that ‘‘we were working with 





the Western Union 7] 
technical possibilities of utilizing 
of this administration.”’ 

Please be assured that I shall watch the progress of this undertaking closely I 
am hopeful that we ce arrive at an agreement which will prove advantageous 
to both Western Union and the Government 


sincerely yours 


elegraph Co. for the purpose of exploring the economic and 
Western Union services for meeting the needs 





Signed ] | \Mansurt 


Typed | DM ND } MIAN R 


Hon. CLarEe E. HorrmMan, 
Chairman, Govern er (peratior Clommiattese 
Care House of Representatives, Washington, C. ( 


Ty Duar Mr. CoNGRESSMAN: Recalling our past correspondence regarding the 
continued competition with Western Union Telegraph Co. by the teletype system 
operated by the General Services Administration, | thought that I would write 
} 


to give vou a bit of good news that I have received recently 


Back in 1948 and again in 1949 and 1950, I appealed to you t 


ing this threat to a private industry, as we felt that it was ur 





Government to engage in the communications business depriv 





of much needed long haul revenues 
You were kind enough to reply to my letters as you indicated that you were 





interested and sympathized with u We also sent you copies of resolutions that 
we adopted at our national conventions held at Boston, 1948 and as at Detroit 
il 1949 deploring this tax-supported competition, since we perceived a socialistic 
trend within the framework of the Federal Government, as if such operations were 
permitted to continue where would this threat stop? : 

However, as contrasted to the letters that I have received during the period 
between 1948 and early this vear when President Eisenhower took office, I am 
certain that the new administrative heads will reappraise the communications 





problem and the system being operated by the General Services Administration, 


I take pleasure to enclose copies of letters that I have reeeived during the past 
month along with one received from General Eisenhower’s personal assistant last 
fall as they clearlv indicate a tendency to eliminate such threats and not interfere 
in activities which belong in the hands of individuals 

Just today, I received a letter from Hon. Edmund L. Mansure, who was just 


appointed as Administrator of the General Services Administration, and from the 
yne of that letter I am certain that Mr. Mansure is not only interested in this 
problem but is determine 1 te work it omething advantageo to bot the 


Federal Government and Western Unior 





Of course, judging from the repli received from \ ring e pa evera 
vears, lam sure that you, too, will be glad to learn of the f ate 
ww in charge of the policy of the new admi tration and General Services 
Admi ‘ation to cooperate 

Incidentally, | have been in attendance at the public-housing hearir \ 
being conducted under vour chairmanship and wish to commend r fairness 
und determination to get the facts that mav help fort lat und lopt he 
roper | slation to prot the interests of the taxpaver 

| also ish to thank \ 1 for Ir interes il ) I 1eT and ) I tha 
roug! tual inderst iding We ter! Uy mandt Lie rais \ 
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tra n will be able to work out a program that will eliminate the Government 
from co! ¢ ‘ priva f erprise and taxpa l rie 
\t 1 
I es Tor oul t 1 gO eal 1 a 
SS you 


J. 3 MEANEY 


CONGRI OF THE UNITED STATI 





Dear My ( IRM It De DY rl t I tte that your Sub- 
Intergovernme Ri s will hold mut a 
or ‘ he le al 1 f ( ! the Be on 
\ ~ 

I € rad a | i re 

le 100 
\ I ! } : 1 . 
Tuomas J. Lani 
H | E. D 
( hI 
0) B ng, VW j ] a 

My | R CONGI M la I te! ed t pr posal efore 

thy Hat tee ¢ (; ! ()y itio Committe oO clos 
I na ia I i i Bo ) N Yar 

i i I i ir a ( \ re re ) el! ul . 
fa I e Na 

I repr me Broce rope manufacturer ) al | inhappy po on 
of havi mp vitl el Sta Na eir efforts to supply it 
ro} ed l time ot el I of cours the Na s rly dependent 
p l in anula ri pia 

] \ ) i i Viale 1 yt OU Wo { t pr , Ss « yn! i et 
In ca ot : ulr i H ( 1 M. Hard sh i i I ergovernmental 
R Sut yn ( of the ¢ e on Govern! I Opera yns, House of 
Repr i , Wa ym 25, D. ¢ ( terests of e-manufacturing 
com} lt f Br ' this 4 

Very ti 
DANIEL G. Conno 
litorney at La 


— 

= 

— 

— 
7 


D 2 HaRDEN: We have be formed that a ymmitte of which vou 
ar a g1\ sideratic to the stat ol e rope-manutfacturing 





ind ‘ I at the rate of 5 to 6 million 
pounds a vear While this is an important quantity of rope in the light of present 
n 2 percent) of 
quirem«e of the United States Armed Forces, based on their World War 


II requirements. In other words, the ropemaking facility at the Boston Navy 





United States ptiol { a very all percentage (less tha 


Yard is wholly inadequate for national emergency needs and dependence must 
b ide upon United States civilian industry, as the record shows 

lhe continued production of rope by the Navy Department is not warranted it 
the t of y supply situation with respect to this material or in the light 





of the capacit f our industry, whi is sufficient to meet estimated war require- 
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ents as we understand them and is far in excess of the requirements of a 
peacetime economy. There is no question about the ability of the industry to 
meet the quality requirements of the armed services which are governed by es- 
tablished specifications. Further, we believe that the operation of this facility 
is costly to the taxpayer and that its elimination would result in a savings to the 
national budget The closing of this facility would be entirely in line with the 


objectives of this administration to do away with unnecessary expenditures 
the Department of Defens« 
We will be glad to supply any additional information you may require and hop 
that you will call on us for anything o1 
Respectfully yours, 


nilar letters from the Wall Rope Works, Inc., were directed to Congressm¢é 


Robert W. Kean and Charles R. Howell 














Dear Conat MAN HARDEN: I understa er ( 
’ prop o close the Navy roy iat i ¢ ( : Na Yar 
| re to ment ta I ly « f ) ehall ol pa 1nd 
25 plovees Fran 
la Herma D. } is ice pl le lubbs Cordage ( 1 Califor 
acinedl th principal offices in San I The San 1 sco fa 
n OF \ in the prod 4 rT ce LS5t Phe pa 
) d o; LmMo! t} ro} ( e Great Wester Cor 
Di mn at Orange, ( f d tt Cordage f Washington at Seattl 
I 1 resider f Piedn t, Cal 
In the belief that the Gove e} not b ’ snufacturing business 
competition with private | I e pr ul to f ( ypemakine faci 
it the Boston Navy Yard is endorsed ( lou | it can be show1 at 
t production ec erned is i hes to care for the defense and wartime re- 
re ents of the armed service ) the other hand e private industr 
f lities were not ful sed durit past World War, the limiting factor not 
being productive capacity but raw material and labor. In peacetime the produc 
tion necessary to keep the Navy Yard rope plant h con plete operation otten 
re lepriving private industry of certain governmental business beyond the 
requirements of the United States Navy lurther, private industry is strate 
| located to permit excellent production and delivery of cordage at points 
e to the most important Gove t Dase tl eliminating tl! necessity 
wd expel of distribu ) [rol 1 ( acto it Kost Mass 
It can be emon d that \ are taxpayers corporate! ipon property, 
colic 1 | 1K¢ ( so, we believe vou wht well ( ug » Ast - 
In Wf, on the basis of actual ¢ pri le iustry ca mpete 1 the Govern- 
ent-owned 1X-Iree Operations In lelive gy cordagt » the many sup} points 
in sa actory quality ianti und pric It is believed tha ich iny itlo 
Wi sho that private 1 tI Is Tu com pe that it Videly cattere 
plants and numerous sl} workers are in positi faithfully ar well serve 
vd ipply all of the I ( cordage requirem« We are s erel 
hopeful that vour investigation W ead to the ultimate cl g of the Nay 
rope facilities and take one mor ep in the mination of compet mn between 
the Federal Gover ent and private d I 
Yours very truly, 
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Cor on G 0 f 
Hi et” e B » VW hinate dD. ( 
Dear (¢ i 0 Hat . letter is being written in support of 
} I | le { I Herman D. N S, vice president 
ft | ( lage ( San Fra ind the Cor Ins te, 350 Madison 
A Yor prote ‘ ition of the Na s rope-manufacturing 
Ta i I Boston Na Yard \ ling to I ation presented to the 
Sa . Chamber CK Subeo ittee on Intergovernmental 
Rela rrently studyi } » close this facil 
( oO 1 operation f nature which are il rect competition 
with priva dustry are contrar » the long-standing policies of the San Fran- 
( a ber of Commer I anization has been optimistic as to pros- 
p f e Government to get out of bu s, and your ¢ mittee is respectfully . 
requested to gi serious considera to the proposal ( t rope-manufac- 
tu 1a 1 Bost Na Yard 
A lett ur te sis be ( to ¢ ressmen John F.S and William 
S. Ma rd of San Fra ) 
G. L. Fox, Ge ilanage 
TEX E WoORKER ION \MERICA 
Boston 8. M lane 10. 196$ 
H Crem M. HarprEn 
Gi } Interqor ner Relat Subcommitt 
( he Clo? / on Gre ? , ()n tran 
House of Re} t Washington 25, D. ¢ 
YeaAR My HARDEN: Our atte n has bee illed to the fact t the Gov- 
‘ lerit tl } ropewa Our orga i is most 
I ( anufacture rope product We are awar f t tremendous 
t ed capacity available for the ] tion of cordage in the private estab 
lishme Militar ind wal a ands could be met fror this soures We 
are also informed that the 1 facilities for improvement are quite adequate 
within the industry Insofar a vorkers are concerned, we assure Maximum 
cooperati meeting military needs 
In arrar for the li lation of the Boston Navy Yard, 
we hope that adequate pro mn is prov ese operations to 
il re protection for their 1 est! nt of ye 
Very truly yours, 
J. CANZANO 
ton-Rayon Division. 
MISCELLANEOUS 
May 29, 1953 
Hor Cy I N. Cra 
DraR GEORGE: The I rgovernme 11 Relations Subcommittee, of which I 
na hol to be ¢ alt 1 Important on the subject of 
re ere d industria ne ( ! ( il Government The ’ 
I I begir ine 9, 1953 1 for approximate 1 week 
(ur iit pyec 1 i that the Federal Governme has through 
l pa ma 4 | 1 l tur rundrie bakeries, com- 
I ectac I 1 Industry peop ure complainit of the 
( v4 ) ' eG f ( s supported | taxes levied 
; ° . i \. I the Republican platfor 
nit ul refer f ( ! aut 1 er t et a grow n 
e | it ( it ( i 1 LILZE 
i ( 1 eT T { ‘ ‘ ‘ Tl) ~ ‘ 
Phe I if ¢ ( rises ( le (Government 
’ t ( ) } t } erite 1a j roced ES 
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We have invited ex-President Hoover to be our first witness, and expect 
have Senators. Ferguson, Kennedy, and perhaps Senator Hendrickson testify 
and several Congressme! as Ve as representatives from the United States 
Chamber of Commerce Ame rican Miu 1¢ pal Association al d other Interested 
groups It is mv hope that vou as Governor of mv Stat A he able tostif 
and re present the Governors point of view on this important subject We have 
considerable material available and the staff director of the ibeommittee w 
assist you in any way possible in the development of your statement and testimony 

Please let me know by an early date that you will be able to testifv at our heat 


I suggest the morning of June 10 as the best time for you to appear 
sincerely your 


Ceci. M. Harpen, Chairmar 


STATE OF INDIANA, 
Indianapo s, June D, 196 
Hon. Cectn M. HARDEN, 
House of Representatives, Washington, D. C 

Dear Ceci: I have just returned home and received your letter of Mav 29. 
I have been trving to work out the possibility of the privilege of attending the 
committee meeting. Apparently I am a little up against it 

I have agreed to address the Butler commencement on June 8. the Culver 
commencement on June 9, and to inspect the Westville Mental Hospital with 


I 
B 


some doctors that are coming from out of the State on June 10 Inasmuch as the 
people coming for the inspection have made their plans, one of whom is the super- 
intendent of the Naval Hospital at Bethesda, Admiral Groesbeck. I « 

way tl I will be able to attend the committee meeting prior to or o1 
you | 

Since this cannot be worked out I wonder if a statement would suffice 





tin vour ietter 





advise me 


Kindest personal regards 





Sincerely vou 


Hon. Grorce N. Cra 
Governor, State of Ind ana, 
Indianapolis, Ind 
DeaR GEeorGE: Thank vou verv much for vour letter of June 5, 1953. 
1 am sorry vou will not be able to be with us at the beginning of our hearings 
I especially wanted vou to be with us the first day, if possible However, | 
appreciate your position and sinee the hearings will throughout the week, I 





iggest that Thursday, 
entirely satisfactory to the subeommittec 


should very much like to have vou sometime later 
June 11 or Friday, June 12, would 


From the advance interest we hs 





ve received in these hearings, we anticipate a 
tremendous amount of support from industry, chamber of commerce, municipal 


ciations, etc I believe that you will find it profitable to be with us along with 





other distinguished individuals as Ser 
Congressman Brown, Curtis, Shelley, and others. 
Please wire confirmation. 


Sincerely, 


ator Ferguson, Secretary Weeks, 





Ceci M. HARDEN, 


Representative Ceci, Harnen 


Dear Mapbam: It pleased me to read that you will investigate government’s 
competition with private enterpri 

Our Government should confine its activities to re ating businesses, not owning 
them. The taxpaver will profit in the ru \\ ess the t gs the Govern- 
ment has rut | t office, railroads, power, etc., all d al failures at an eno 


loss to the people. 
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Orming 


Los ANGELES LIVESTO‘C EXCHANGE, 
Los Angeles, Ca FS May 6, 1958. 


y > j 
rman of House Subcommittee on Interqovernmental Relations, 


Washington, D. C 

















Mapam: My attention is directed to an article in the American Weekly 
\ r efforts to ‘“‘Show | le Sam is committing slow suicide by killing 
( pays taxes which enables the Government to operate.” 
efforts are to be commended and I hope they are successful. It appears 
people in our Government agencies talk free enterprise but in action 
! e foreign ideolog The ms article I refer to lists quite 
es of business. but fails to list the o1 ppen to be vitally interested 
to further « ohten vo ill me to vour attention to a series of 
are published and distributed by the Farm Credit Administration 
ed Sta Departm f Agr \ list is attached; one par- 
ed | g Your I Co-Op 
-Ops pa no taxes: ve tax money Is appro} riated for their benefit. 
an pa taxes to final another business which operates in compe- 
ness and eventually will kill off the one who pays taxes. 
AC na co-ops sell and handle less than 18 percent of the livestock 
| sorts of Government assistance, indicates that the vast ‘ 
ve yroducers in this country disapprove of the tactics of 
our Government ms to go all out for an ideology foreign to the 
a\ I ti t Y 
yractice of a Government agency, so preferential of one group and so dis- 
I f another, seems so far afield from the original intention of the 
me Agriculture It seems only reasonable that the Department should 
ts n the experimental and research field, rather than in economic field. 
ire chairman of a committee; so, I wish to direct you to some information 


could investigate fully, and ferret out the activities of these preferential 


It seems only fair that all forms of livestock market agencies be treated 





R. T. Connon, President. 
“You AND YourR Co-op” SERIES 


irculars in this series, describing the personal relationship between you 
ooperative, are available from the Farm Credit Administration, Wash- 


( Che series include 
r ( »p Creamer 
r Livestock Co-« 
ir Co-op El ator 
r ( pG 


Purchasing Associatior 
ir Fruit and Vegetable Co 
ir Poultry and Egg Co-op 
Fluid Milk Co-op ’ 


t 


Through Your Farmers’ Mutus 


} armers’ Cooperatives 


nancing 











e Story 


ir National Farm Loan Ass¢ 
ir Production Cred 





it Association 
Your ( ooperative 


Farmers’ Cooperatives 
Farmers’ Cooperatives 


ndising by Farmers’ Cooperatives 


of Farmers’ Cooperatives 


Using a Local Cooperative as Source Material for Teaching 


FarRM CREDIT ADMINISTRATION, 
INFORMATION AND EXTENSION DIVISION 


WasHineton, D. C 
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Hon. Ceci HARDEN 
House of Re presentatives, Washinaton. D. ¢ 
DeaR Mapam: I have read with a great deal of interest that vour Committe: 
on Intergovernmental Relations is making a survey of how the Federal Govern- 


ment is now competing with private enterprise We here in Alaska are under a 
great deal of Federal control 

There is one specific operation which I would like to present to vou, in the 
hope that vou will have the time t« ok into it: namely, the Alaska Railroad 

The Alaska Railroad is owned by the Federal Government, and operated 


» Department of the Interior It operates from Seward, Alaska, to Fair- 
which is a distance of 480 miles The railroad operate n direct 








n with other methods of trans 1 War 
Il trucking from the seacoast to interior yn asmall basis, and truckers 
were only allowed to operate about 4 m«¢ veal he truckers paid a 
toll to the Department of the Interior of o haul over the highwa 
During these few months in the sum: e truckers were allowed to 
perate in Alaska, the Alaska Railroad t rat n an attempt to 
put the truckers out of busine howe ve ber when the trucker vere 
forced off the roads due to weather conditio1 the A ka Railroad would again 
increase their rates and force the people of the interior co ties to pay higher 
freight rates In winter months before the war, the Alaska Railroad was the 
only mode of transportation to the interior of Alaska except the airplan Dur 
the war there was so much material for the military to be transporte 1 that every 
one was busy, and also the 1 Highway and her roads were kept ope! 





the year around 
As anexmple of the present-day operation of the Alaska Railroad 
I 


‘he Alaska Railroad hauls diesel oil or gasoline from Seward to Anchorage, 





charging 2% cents per gallon, which distance is one-third of the total mileage 
to Fairbanks. To haul this same fuel to Fairbanks from Seward they charge 98{o 
cents per gallon Any railroad in the States operates on the basis that the longer 


the haul the cheaper the freight rate per mile, but not the Alaska Railroad with 
their local monopoly 

The Union Oil Co. and the Standard Oil Co. are located in Fairbanks, and have 
been here for several years. ‘They found it necessary to lease ground from the 
Alaska Railroad so they could receive their tank cars of fuel Chey had to buy 
their own railroad cars, and the Alaska Railroad maintains them at a very high 
cost. The oil companies are also required to load and unload their own fuel 
ars. It is impossible for the truckers to compete in the field of fuel haulit 
because of the club the railroad holds over the oil companies’ head since they are 
located on Alaska Railroad property 


The Alaska Railroad also leases out space to | i I ants in te so the 
can build warehouses In this lease it states that they must agre to have 60 
per f all their fr ht come in by Alaska Railroad It would 1 seen 
bad for private enterprise to do this, but it the Federal Govert 
is dictating policies in this U1 I ul one really I 

rt is a brief outline of the present situation W we 1 Ala 1 al 
faced hese problems seem to be what the Committee Inter rnmental 
Relations is interested in, and I would appreciate the opportunity to present 
more fac to vi regarding the d re} les u h the Alaska Ra ad 
yperates. If your committee is inter 1 ji woking further int probl 
I ould appre a ear fro I ir 

Very truly yours 
(yEO! I NM S LV ] t. 
RESEARCH AND Der\ \ r LABO! 


Indiana. Chairman House subcommittee on Interqovernmental Relat 
House of Representatives, Washington, D. ¢ 
DEAR REPRESENTATIVE HARDEN: In regard to vour investigation of the exté 
that the Federal Government is competing with private industry and business, 


— 


I would like to add my observations in the competition that kederal laboratories 
are giving my small analysis and testing business now and during the past 4 years, 
Recently, I have had to lay off much of my tec! al staff due to some of the 


following reasons: 
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ness¢ were a g ’ les of their material ested against 
ederal specificat s at Federal laboratories free of charge We 
f \ tself infair « pet e also pay taxes that support these 
d | eral lab ator pug! u\ 1 large backlog of work, rather than let 
t ) 1 ories suc Ls ( rs, were either doing partial job 
4 I rer resul e! late 
| aT and ( me = were be g let larger dustrie and 
labora 3 ra tha sma even though the latter could do the 
it a r co lanv instances 
1. W I eral laboratories cha 1 fe tl were much bel the generally 
a j 1 ¢ nal ¢ beca ( I i free state ( i ermit them to 
1 to charge larger eca e had to pay tax 
Ie i abor rit rather i wcilitic rt were sending 
y j mit | vu ti ces ) irge nan } Ora res incurring 
Dar st expe b al rap} y penses 
e tru a e above informa ll sex to give ou further light on 
r es ition as borne t bv our observations dur the last f vears. 
i ( be of further service, } | free ) Sat ar ime¢ ; 
Very ti urs 
R. ¢ CRIPPEN 
SAN FRAN 1M § 5 
He Cy M. HARDEN 
( (om? f or ly overy il | ! ) 
H () B y HW 
Dear M am: On behalf of the marine survevors of tl] 
ra herewit thre pies of a form of protest 
Ss] rst of National Cargo Bureau, Inc., whit a pri 
MAT Sur oT 
We fee nat t [a glaring exam] f Grovernment 1 rieren¢ n an estab- 
1 pr I ness and that unl rT ve measures a und akKen there 1s 
) at N ( » B i I f al Government 
avor | monopolize the cargo I ving field 
Wi ill sincerely appreciate ir a t oO matter Needless to sav, 
f we in provide a further informati« hall be oO appv to do so 
Ve Vv yours 
Davip (¢ DUNLAP 
Pi F Paci ( st MARINE § EYORS AGAINST GOVERNMENT-SPON- 
i Monopoutstic Activi ( NATIONAL CarGo BuREAU, IN¢ 
By Pacific Coast Conference of Ma 5 ors, San Franc » 4, ¢ 
May 26, 1953 
PREI NARY ATH NT 
For more than half a rveving on tl fic coast has been 
c ied I 1 group of f rvevors W tegritv, experience 
und ecapabilitv in their cl s been thorougl established among 
a 1 in the shipping industr e very of this group is now 
challenged by a government-sponsored private or operating as a non- 
pr ( rat under the name of National ro Bureau, Ine As a result 
yvernmental favoritism, t] ! ! on, ¢ 1 in direct competition wit} 
l ate survevors in the cargo rve field, 1 thre a | monopolize iat 
established fiel I TI hreat is s« ear that at least one 
officer of the I ment has already timated that private marine 
evors may have to seek « ovment from National Cargo Bureau, Ine. (or 
elise fi 1 ne other means of support g their families 
This is a pr st by the marine rv g profession of the Pacific coast against 
al Government-fostered no} To assist in providing a complete 
understanding of the problems it lved, this prot is divided into the following 
sections 
I. The business of cargo and marine surveying on the Pacific coast: This sec- 
tion describes the business of cargo and marine surveying on the Pacific coast as 
t has existed for many decades. It describes, in short, the private business 








COMMERCIAL AND INDUSTRIAL ACTIVITIES IN GOVERNMENT 365 





Il. Orgar ition of National ¢ Bure Ln | ectio 1eSc! 
organization of National Cargo Bureau, Ir in 1952 governmental t und 
the assurances w h were given at tl ti it was <« i i i ‘ i oO 

ent what rt trude into a field of ivate enterpr 

Ii] Prefere1 1 rea ! t ) Na a yy | i 

( | ~ ) re \ ( re! l atin ( N i Ca 
| ea | is! 1 fron t Cy ! ) i 
TY ; pr ( Du rhe i i l T 1 | 

» re he efusa | thi i! National Ca | | ( 
[ i Stat C10 rhit { i i i nt ( l 

IV. I i idvanced 4 \ ul 
Cargo Bure 1} I | ! ‘ e tl | 





v hie hould | Lk ( ie ( re t ) 

end it marine vey Vill be able mip 1 fa l A 
for t ir live « 

Q)r rt r | Ww j t e ¢ | ryr a s gl 

) t Na il Cargo Burea 1 ) ) n equa , } 

\ | d ost s | 6,3 ( ct egul 
i or promuigatse I ( of ge I tal ) i 
ina iwainst em and affords a pref ( et Cer 
ul! is the f tion of the Governm 1 al us to } mo und 
) le « 4 ed private b ‘ und enterprise 
rHE BUSINI OF CARGO AN MARINI RVEYID IN THE PACIFIC CO 
4 > ’ y gy is he ( ib] j P f vast for 
re ' alf a « t and the priva urine I I i indled 
| bu t ive long been recog! 1 a rougl ipable and lalified 
t rp I qualifications kt el ) Da i nal 
( bot a and por Los f ire | ed 4 of 

Marit rveyvor il Line CC Sulit el! eT ot r mari mé j ry 
Members of this group are retained connection wi practically all pl of 

pping proble cludi eng el salvage, i I cargo, and the 
loading and discharge thereof 

Marine surveving work is divided into two principal classificatio On 
phase ot tl work relates to the inspectior and survey of tl essels themsely 
their fittings and appliances he other phase relates to cargo ipon the 
vessel it includes the inspection and ervision of load stowage, and d 
charging of cargo, and the survey of damaged cargo. 

\Lor in half of t marine survevors « the Pacific coast ar ecia n 
the cargo-surveving field, carrvi ( eir busi f er as privat ndividual 
or in private firn Manv of them handle cargo work exclusive he el] 
aevote a iarge portion of t r time work Eve iter allo I for tl 
porth of e til ol these cargo rvevol which is d ( da to other work, the 
cargo-survey field constitutes the livel 1d of more than 25 urine r rs 
oO the P ihe coa 

Chis group has in the past handled the bulk of all cargo surveying on the Pacific 
coast In addition, during the past several vears, a limited amount of cargo 
surveying work has been undertaken by tl Board of Marine Underwriters of 
San Francisco, a nonprofit association of marine underwriter his association 
wa unquestionably competitive with private coast surveyor Competition wa 


however, on an equal footing and private surveyors by reason of their capability 
and experience were more than able to hold their own. 
ional Cargo Bureau, Ine ipon its formatior succeeded to irvey work oO 
e Board of Marine Underwriters of San Francisco It similarly took over 
irvey work of the corresponding group on the east coast, the Board of Unde 
writers of New York 

It should be noted that the marine-surveying situation in the Atlar 
Gulf ports is substantially different from that prevailing on the Pacific 
The Board of Underwriters of New York had long been preeminent in the cargo 
loading field in these other areas. Thus, when National Cargo Bureau, Inc 
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rve rk of the Board of Underwriters of New York, 


ns ther ere but few reper¢ ns the East becaus 





alread vi 1 t the work On the Pacific coast, where 
} 


é monom t iIspira oft } (‘aroo B reau It encroac upon a 


hie previously handled, ably 1 satisfactorily, Dy the tablished private 


Na ul Car Burea [r i I 1 as a nonprofit corporation under 
the la f the State of Ne Yor 1952 S purpose is set forth in its cer- 
tif i rpora I ] 1¢ I \ ( Dr 1ae ll spect mn 

I f relation to the a ng, §s ring i ading of suct 

argo 

Solemn assurances by repr tatives of National Cargo Bureau, Inc., were, 

weve! en to privat rv and down the coast that there was no 

tentic whatever to encroa¢ ip he established business of the private 
rvevyors In addition to many private interviews in which National Cargo 
Bureau, Ih representatives req ted and secured the cooperation of private 


iri! I I tine Asis I i Irance ve May quote from a paper 
presented by Carl I] Vic Dowse ( tive vice pre lent of National Cargo 


Bureau, Inc., at the Coast Guard panel of the annual convention of the Propellor 


( f the | ed States at | A October 9, 1952 

Ind rv may a whether s 1 a cargo bureau will superimpose further 
regulation and expense on industry ether it will lead to complicated inter- 
natwionai I ations vVhether car ading inspectio! Will Dé mandatory, and 
whether 1 NCB will overlap or conflict with the work of existing private and 
Government age! Che tent certainly is that all such questions may 


wit onfidence be answered in the negative. In fact, one purpose of NCB is 
to trv t larantee that thes L¢ s will continue to be answered in the 


he membership of National Cars Bureau, Inec., according to its bylaws, 


inclu persons who are or have been prominently identified with the maritime 





commer the | i Stat per r officially cor vith the United 
Sta G rnment or a brat r department thereof Within this scope the 
member ) ides certa i { I ted States Coast Guard the Mari- 

e Administration, and the Department of State. The directors, 18 in number, 
must, a rding to the bylaws, include a representative of the United States 


Coast Guard and a representative of the Maritime Administratio1 It is under- 
stood that at the pr nt ti the directors include Vice Admiral Merlin O’ Neill, 
Commandant of the Coast Guard, Rear Adm. Halert C. Shepheard, chief officer 
of t erchant marine safety of t Coast Guard, and Hon. A. W. Gatov, 

"Al , N { 1 I *T however, 








repr 4 f var sma lerwriters and p operat is under 
: . SO ner f the operators o coast are 
rel j } nembershir 
t com! it I nT and nderwriting interests to form a corporation 
( a al irvey | nes ma I { Wty vide § erious threat of 
ry ‘ 1wainst private rve rs W ar lependent upo tl e same under- 
npir terests fort r work Wher adadit l a combina- 
a et re pre rential treat ( ttrom! nonsible officials f the Govern- 
Wi ’ at t t e att pt to consider the propriet f the inelusion of 
{ nt ficia n the ( ership and as dire ors of a private organiza- 
fe t er | f ( onp! ( ced tha not improper, 
, < j ha g proper for ar s | 1Za- 
I : rnmenta ) cure Ta pretere nent 
I 1epar;rt I ry t whic! 4 neluded nembership. 
\ T nas ippe 
PREFERENTIA i 'MED 1F NATIONAL CARGO BUREAU, INC., AND 
R NG ABUSES 


The following is a brief summary of the preferential treatment National 





Car Burea lr ‘d to date through its governmental connections 
and its membership, and of the abuses which have resulted therefrom 
1. The Coast Guard Regulations relating to the stowage of grain cargoes 


published October 18, 1952, in 1 ederal Register provide in section 144.10—-25 
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prin Tat evidence plian¢ VW e require ts of thi subchapter 
Under tl Coas regulatior e certificate of other arine rveyors 
who have customarily inspected and supervised the stowage of grain cargoes on 
the Pacific coast and who are fully experienced and qualihied in suc matters, 
s entitled to no weight whatever It i hat anv } on « ature 











Treasury Department and now pending in Congre lade 
Secretary of the Treasury in ‘‘the establishment, adr 
ment’’ of rules and regulations concernin and 
other similar bulk cargoes may 

of any private nonprofit organization lerst 





attempt to secure statutory preferential 





Inc. It is clear that any private concern 
is favored in this ms 
over its competitors. 

5. Under date of January 26, 1953, the Secretary of the American Institute of 
Marine Underwriters issued a notice to all members of the institute by which 


nonprofit or otherwise) which 


nner by statutory enactment will have a great advantage 








a revised form of grain-loading warranty clause was recommended his clause 
provides that the insurance shall be void under certain circumstances unless 
grain loading is ‘“‘under the supervision of a ‘veyor appointed 





Cargo Bureau, Inc., or of a surveyor appoint vy the assurers 
there is a distinct preference afforded to National Cargo Bureau, Ine. It is still 
a preference even though there is a possibility of having some other surveyor 
appointed by the assurers. 

6. As the beneficiary of all tl 
Inc., has assumed a highly preferred position in cargo-surveying matters on the 
Pacific coast An impression has arisen among ppers, underwriters, operators, 
and even Coast Guard officers that National Cargo Bureau, Inc., is taking over 
the cargo-surveying field and that it is unwise and in some instances even illegal 
to deal with private surveyors. We cite a number of illustrative instances of 
the impressions or misimpressions arising from this favored treatment and of 
actual loss of business to private marine surveyors which has already resulted 
therefrom: 





s official favoritism, National Cargo Bureau 
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— : “ rred to it em 1 ahov provides that 








n tl i 1d! reguia yT Certainly does 
ute ire | il Coast Guard officer and others 
Shephea r of the mer i narine safety 
i I i il (ar Burea Inc have taken 
i it il Ca } rea Ir 
O t ma itory for 
2 1 pany, a Pi fering Admiral 
1 cial Or rants » Na- 
I ‘ i ‘ ul rote Angeles 
as fo 
ect i? t ‘ ! a rve rr of the National Cargo 
Our trict 1ding explosives r other dangerous 
n Coast Guard Regulation 187 
Car Bureau, Ine., prescribes for the absorbing 


Irea Inspec ff the Board of Underwriters of New 




















DI bit Ags t th emplovmer yng-established 
( ( th e loading of vessels of general 
1 X} : ler the pr : of t} 
r} rie eT writers lerstandl! of the 
1 unless v uY ructed differer ve lgges su be 
f e ad 1 
under ( ’ lished private surveving 
ed by e of | I ilar clients that although the client 
rvie f his firn t would be necessary to use 
[ne i pload of in because the insurance would 
a shipping ine Vill ntatives in | t] I ) Angeles 
1i ocal rey f hose ports that they would 
wT t of nr S and tl reafter ise National 
f 1 ) ( i ( e’s nar } that the ae } 
‘ er iced were f cay | a 
In fae I ( repres¢ al Ss of ( vi 
f the privat rs pro d aga their d 
wane . ‘ heer tored 1 pol } 
v for y } Hed 
Car ] Haves in established ] ate surveyor 
ld t ne f clients. a shinpnp line for whom he 
Di tna ¥y e United Sta Coast Guard 
N ) Car Bure I n loading a 
( a id rat } ) c t 
¢ OT ant nr { I ked to 
f N ( o Bur | : Franciseo 
} ; nnld raceive : ‘ ns that 
se mg 
eau. In nanded staff of vors on the 
ere ul of I I i-t i rvevor 
ent } eat wars a % . handled 
il Tor em | v } 1 ( reo Bureau 
( I rk of at moer ¢ rato! for wnom 
»7 tne ! Ira rT ate ¢ cer 
I ul empl es a t d r We « this 
: f further de m of the 
of N ( ( Bureau. Inc Nor re a ing 
, tt t 9 Nr ( eT oF pand 
oO re yMina Y trai re pet nis volved 
r ter of nr ate € terpris¢ 5 | s decidedlv 
nt to give its special blessing to any such expansion by a 
ince fT re 


wed in this section 


na ries of letters, 
reau, Inc., under date 
ere as follows 
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I believe that we are entitled to a statement from vo prec here 
National Cargo Bureau, Inc., stands with reference to the ch es whit ive 
summarized above and precisely what it proposes to do to remedy the situ n 

If National Cargo Bureau, In¢ joes not take a e and immed 
action to correct this very serious situation, the marine survevors on the Pac 
coast whose livelihood is at stake will be compelled to 

National Cargo Bureau, Inc., has no prope ~ take a ns 
Lil clear at a ( ng 


The position of National Cargo Bureau 
held in San Francisco on May 1] 
National Cargo Bureau, Inc., including ¢ 





and Adm. H. C. Shepheard, United Stat 1, wl a dit or, and | 
representatives of the Pacific-coast marine rveyvor Nr VieDowell at that 
meeting stated flatly that the directors of National Cargo Bureau, c., had 
decided to take no action to correct these abuses 

It was recognized at this meeting that some of the abuses referred to above have 
resulted from misunderstandings among ship operator | marine irvevors 
present at the meeting requested Mr. McDowell, as executive vice president of 
National Cargo Bureau, Inc., to circulate a bull el ould correct and 
avoid recurrence of these misunderstandings and in which he would reaffir s 
previous statement (in his paper to the Propeller Club quoted above) that it is 
not the purpose or function of National Cargo Bureau, Inec., to interfere with 
private business relationships Mr. MeDowell refused to do tl 


Although Mr. MeDowell denied that National Cargo Bureau, Inc., had ever 
olicited’”’ business, one of his own associates conceded the contrar In this 


connection Mr. MeDowell was requested to give his assurance that National 








Cargo Bureau, Inc., would not seek to use its ties with its ship-operator members 
to solicit surveving business formerly handled by private surveyors Mr. Me- 
Dowell refused to make any such commitment 
Admiral Shepheard (speaking probably as a representative of the Coast Guard, 
rather than in his capacity as a representative of National Cargo Bureau, Ini 
stated flatly that west-coast surveyors had already lost the grain-loading survey 
business; and that the Coast Guard could, if it wished, put them out of business 
altogether Admiral Shepheard concluded the meetir DV asking one of the 
marine survevors present how he would like to go work for National Cargo 
Bureau, Inc 
IV. UNSOUNDNESS OI EB X¢ I ADVANCED FOR PREFERENTIAI REATMEN I 
NATIONAL CARGO BURI IN« 
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tates Gover! ent under Kn oO il il! ( I ibed 4 1 : ; 
enga ! rnat ovagt Phe wid | L¢ ‘ ) 
provisk st he manner of load i i \ il Shepheard, f 
he (¢ wt Cau is LK¢ he Crt eT I { rie 
LO I » the Cal irve\ 1 it i cle 
5 | nections to a sing (vover pol T rea i i 
‘ i ( ! ) i i bil ( \ ? , i 1 I 1 i 

ol LcCUul ( ‘ ) 1@ pl 

) I il ( i ,CLor oO ) yr ( l } 1es ( 
ons lif 
Lion 6 OF ¢ aple I of re Ons ure } [ ! I i 4 

on provid 

I} ! e( oO i rveyv of s ) oO ul i ( 

pro\ ONS « present r lations ra I exe | ) ( I 
S 1] De CATT I 1 rut »\ officer ol ( CO cl ‘ st ) I { l 
provided ut the Governme of « nty \ t ( 1 
survey either to surveyors ) d for the purpose or to orga itions reco 
by 

We have no desir¢ to question the Coast Guard’s purpose of keeping the ¢ 
ment out of the Inspection busing Wi ibmit, however, that the dra 
means Which the Coast Guard is adopting for a plishment of 
pose are not in al Vay essential Clearly there is nothing in the International 
Convention of 1948 which requires the Governme! the delegation of its 
functions to confine the authority granted to ; gle, favored, monopolis 
private agency. Clearly when the purposes of the treat ay be readily attained 
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without such Government favoritism and discrimination against private enter- 
prise, there is no justification whatever for the Government’s fostering any such 
monopoly Certainly the Government is fully authorized to permit grain- 
loading-survey work by the group of private marine surveyors on this coast who 
are qualified to do the job, and who, in the past, have done the job. 

The Coast Guard, in the person of Admiral Shepheard, has turned a deaf ear 








to this appeal Admiral Shepheard’s only answer has been that (so far, at least) 
the Coast Guard has confined its mandatory preference for National Cargo Bureau, 
Inc., to grain cargoes and that grain cargoes on the Pacific coast are not large in 
relation to total volume It is true, that, considering the coast as a whole, grain 
shipments at t present time are at ebb and constitute only a small part 
mn the tal tonnage I Por ae er, inspection of grain cargoes consti- 
tutes almost half of the total cargo-loading survey work. Furthermore, many 
f ur vided in part with grain and in part with other cargo. Certainly it 


cannot be expected that any operator will continue to retain and pay its estab- 


lished private surveyor in connection with the loading of a vessel when it is also 
required to retain and pay National Cargo Bureau, Inc., for the same vessel 
reason of the inclusion of grain in the cargo. Thus, even though grain shipments 


are only a small part of the total tonnage at the present time, the marine surveyors 
loss of this business through Government edict would mean the loss of survey work 
25 percent of the vessels which leave Pacific coast ports 

Furthermore, the mere fact (if it be a fact) that National Cargo Bureau, Inc., 
is required for certain types of cargoes places other surveyors at a distinct com- 
petitive disadvantage for all cargoes. When the operator is required to deal with 
Maskomal Cargo Bureau, Inc., for some cargoes, the path of least resistance for the 
operator is to deal with National Cargo Bureau, Inc., for all cargoes. Competition 
is certainly not on an equal footing when the private surveyor has to overcome 
a Government-imposed har min such as — 

It becomes pertinent to ask when all this is going to stop. The International 
Convention for the Safety of Life at Sea See for the regulation of shipments 
of dangerous cargoes as well as for grain shipments, and the Coast Guard has al- 
ready granted National Cargo Bureau, Inc., precisely the same authority for 
dangerous cargo as it has for grain (see items 1 and 2in section III). In both cases 
the certificate of National Cargo Bureau, Inc., is “prima facie evidence’”’ of com- 
pliance Why the Coast Guard construes these identical provisions to be manda- 
tory for grain but not for dangerous cargo is not made clear. The marine 
surveyors’ loss of their right to perform their usual services when dangerous cargo 
is involved (as they have for many years under the Dangerous Cargo Act) would 
put most of them out of business, because a large portion of merchant vessels 
leavi gy port have me dangs rous cargo. \s pointed out above. the surve yors 
ardly expect the ship operators to hire two surveyors for a single ship. 

One further point must be stressed in this section: No principle of safety at sea 
requires the exclusion of private Pacific coast surveyors from their chosen profes- 
sion. Safety at sea has been their lifework. They are eminently qualified to 
carry on that work. They are perfectly willing to submit their qualifications for 
fair and impartial consideration and licensing by the Coast Guard or any other 
body, just as the Coast Guard has already licensed most of them for command at 
sea. They only ask that their qualifications to perform their work be judged on 
the merits and not by their willingness or unwillingness to abandon their private 
business and seek employment from National Cargo Bureau, Inc. 





on about 











V. REMEDIAL MEASURES 


The basic cure for the abuses which we have recited is the elimination of all 
preferential treatment for National Cargo Bureau, Inc., in any statutes, regula- 
tions and promulgations whether official or otherwise. This, and this alone, will 
enable private surveyors to compete and perform their business on equal terms 
with National Cargo Bureau, Inc. Specifically, the following steps should be 
taken: 

1. The provision of the Coast Guard grain-loading regulation and the cor- 
responding provision relating to dangerous cargoes referred to as items 1 and 2 of 
section III] above should be amended to provide that the certificate of any qualified 
surveyor shall be prima facie evidence of compliance. If the Coast Guard believes 
that the designation of ‘‘qualified surveyor”’ is too broad or indefinite, then provi- 
sion may be made for the licensing of qualified surveyors by the Coast Guard for 
this purpose. 

The Coast Guard apparently prefers to avoid any licensing function by dealing 
with its favored organization alone. This is the kind of governmental action 





| 
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one might expect in some countries, but not in the United States of America. We 
have in this country many professions whose duties and functions are a matter of 
public concern from the standpoint of public health or safety. This public con- 
cern may make it necessary for some official body to pass upon the qualifications 
of those who are to carry on such a profession and issue licenses to them. But 
the necessity for licensing has never been recognized (and never will be recognized, 
we trust) as a good reason for putting the profession out of business altogether. 
Thus, if the quality of the work of marine surveyors is of importance to our Gov- 
ernment, then the Government should license those whom it finds qualified to 
perform that work. The Government cannot in effect say: 

“Licensing would be a nuisance; therefore, you cannot handle grain loading 
survey work at all any more unless you go to work for our favored organization. 

But this is precisely what our Government, through the Coast Guard, is attempt- 
ing to do, 

To secure an example of proper licensing we need go no further than the 
function of the Coast Guard in licensing masters of vessels for command at sea, 
Certainly the master of a ship has great responsibilities for the safety of lives 
and property under his command and for complying with many laws and regu- 
lations in the operation of his ship. Unquestionabiy the m 





aster must be licensed 


on the basis of his qualifications before he may be permitted to carry on his 
work. But, as with any other calling, his ability to perform his duties must be 
judged on the merits and not by whether or not he is employed by a particular 


favored, private concern 

If the Coast Guard does not wish to undertake licensing, the Pacific coast 
marine surveyors are prepared to establish an industry organization comparable 
to National Cargo Bureau, Inc. which will pass upon the qualifications of the 
private surveyors certainly as thoroughly as National Cargo Bureau, Inc., passes 
upon the qualifications of the surveving employees whom it hires. 

2. Senate bill No. 602 re ferred to in item 4 of part LI] above hould be amended 
o avoid statutory preferences for ‘‘nonprofit’’ as distinguished from any other 
qualified organization. It should be noted that the pattern for such an amend- 
ment has already been fixed by the Dangerous Cargo Act which provides that 


+ 


the commandant of the Coast Guard may utilize the services of any “organizations 
whose services he mav deem to be helpful U.S. C. A., title 46, sec. 170 (7) (a)). 

3. The American Institute of Marine Underwriters warranty clause referred to 
in item 5, part III, should be corrected to avoid any preference whatever. 

1, The National Shipping Authority letter referred to as item 3 of part III 
should be clarified. It has been stated that this letter properly construed does 
not require the operators of National Shipping Authority Vv ¢ els to utilize Na- 
tional Cargo Bureau, Inc.; that it was merely sent out to authorize expenditures 


by private operators on National Shipping Authority vessels to National Cargo 
Bureau, Inc., the same as expenditures to private surveyors had previously been 
authorized If this be true, then the free advertisement and boost which National 
Cargo Bureau, Inc., received in that official letter were certainly uncalled for. 
In the event, however, the letter has been seriously misconstrued, and should be 
clarified to point out that any qualified surveyor is authorized to do the cargo- 
inspection work on NSA vessels 

5. To avoid the general misunderstanding and confusion as to the position of 
National Cargo Bureau, Inc., under Coast Guard sponsorship, a clarifying bulletin 
should be published by the Coast Guard in which it is made clear that so far as the 
Coast Guard is concerned there is no preference whatever for the work of National 
Cargo Bureau, Inc., over that of other reputable established surveyors 

6. Any further preferential treatment of National Cargo Bureau, Inc., must, 
of course, be avoided. 

CONCLUSION 


The marine surveyors of the Pacific coast are not a large professional group 
They do not compare in size with the doctors, the lawyers, the engineers, or the 
masters of ships. Whether large or small, however, their business is entitled to the 
same recognition and protection as any other legitimate established private busi- 


ness. They do not object to competition on a fair and equal basis, but clearly 
when their competitor receives preferred treatment and even sponsorship from 
the Government, the competition is not fair and equal. They have no fear of 
a fair and impartial consideration of their ability and qualifications to perform 
their work, through Coast Guard licensing or otherwise. They do, however, 


most strenuously object to any official action which, in complete disregard of 
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their qualifications, deprives them of the right as private individuals to seek 


and perform that work. It is the function of our Government to promote and 
not to run roughshod over established private business. 


Paciric Coast CONFERENCE OF MARINE SURVEYORs, 

Los Angeles: J. A. Jacobsen, H. A. Jeans, G. E. Lapsley, James J. 
Ferguson, C. B. McMullen, A. T. Ostrander, D. D. Owe n, Robert 
E. Bell, F. A. Scheibe, Bert L. Hale. Seattle: Alexander Gow, 
Inc.. James C. Gow, J. D. Gilmour, T. J. Skewes, Paul Poliak, 
J. D. Gilmour, Jr., Rov Knowles, A. McDonald, Sr., A. McDonald, 
Jr., M. McGinitie, J. A. McKay, M. C. Merrifield, L. C. Perry, 
A. F. Raynaud, W. Sweeney San Francisco: Gaynor-De Witt, 
B. A. Watts, Ralph Pringle, Genereaux & Hansen, I. M. Hansen, 
E. R. Erker, F. A. Ferguson, A. N. Nielsen, J. Larsen, J. E. 
Bosserman, John Hayes, A. T. Hunter, James Frickie, W. T. 
McKelvey, A. J. Moves, Pillsbury & Martignoni, A. F. Pillsbury, 
Walter Martignoni, J. H. Healy, R. H. Wetmore, John M. Fitz- 
simmons Pp J. Seale Po tland W alter Q. Hines & Co.. W alter 
Haines, Robert Brau 





APPENDIX A 


Unirep Sratres Coast GuaARD, 
MVI 8, 830, A19, 
September 26, 1952. 
Mr. Caru E. McDoweE.i 
Exec itive Secretary, 
Vational Cargo Bureau, Inc., New York 38, N. Y 
My Dear Mr. McDowe tw: Pursuant to the authority vested in me by the 
Dangerous Cargo Act 16 | S. C. 170), the National Cargo Bureau, Inc., to- 
gether with its duly appointed agents, is hereby authorized to assist the United 
States Coast Guard in administering the provisions of the Dangerous Cargo Act 
and the regulations of the United States Coast Guard promulgated pursuant 
thereto with respect to: 
a) Inspection of vessels for suitability for loading dangerous cargo; 
b) Examination of stowage of such cargo 
c) Making recommendations as to stowage requirements of such cargo; 
and 
d) Issuance of certificates of loading setting forth that the stowage of 
dangerous cargo is in accordance with the above-men acer regulations. 
The certificates of loading of the National Cargo Bureau, Inc. may be accepted 
as prima facie evidence of compliance with the ee aes Cargo Act and the 
regulations promulgated pursuant thereto 
The certificates of loading of the National Cargo Bureau, Inc. may also be 
accepted as prima facie evidence of compliance with the regulations of the Inter- 
national Convention for the Safety of Life at Sea, 1948, in connection with the 
preparation of the holds and the stowage and discharge of grain cargoes. 
Sincere ly yours, 





MERLIN O'NEILL, 
Vice Admiral, United States Coast Guard, Commandant. 


APPENDIX B 


UNITED STATES DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
Wash ngton 25. D. Ba February 15, 1953. 
To: All General Agents. 
Subject: National Cargo Bureau, Inc 
GENTLEMEN: After considerable preliminary work of organization, the National 
» Bureau began operations on November 19, 1952. 

“This acer u is a nonprofit org ation in which industry, insurance, and 
interested Government agencies will be represented. It is absorbing and expand- 
ing the Bureau of Inspection of the Board of Underwriters of New York and 
similar functions of the Board of Marine Underwriters of San Francisco. 

The National Cargo Bureau, Inc., is now set up to provide cargo-loading inspec- 
tion service at all principal domestic ports. It also assists the United States 
Coast Guard in developing regulations for the safe stowage of dangerous goods in 
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accordance with the International Convention for the Safety 
L94S 


In furtherance to the foregoing you are hereby authorized to contract for the 


of Life at Sea of 


loading inspection service of the National Cargo Bureau, Ine., for all loadings of 
NSA ships and to include the necessary expense incurred in the appropriate voyage 


account 
The regulations of the National Cargo Bureau, Inc., will, in general, indicate t} 


] 
i 
minimum acceptable standards which shall be observed aboard NSA ships, but 


masters, of course, are not relieved of their primary and traditional responsibility 
for the safe stowage of cargo and the seaworthiness of their ship Masters shoul 


be advised that the surveyors of the NCB, Ine., are « mploved for the purpose 

providing expert advisory opinion to insure that ships are properly 

seaworthy for the contemplated voyage 
Very truly yours, 





loaded anc 


M. I. GoopMAN, 
Chief, Office of Sh p Operations, 
National Si ipping Author ty. 


JUNE 2, 1953. 
Representative HARDEN, 
House Government Operations S bcommilttes 


Tlouse of Representative s, Washington, D. ¢ 


MapamM: I appreciate your investigation into the number of commercial and 
industrial activities carried on by the Government. Iam sure that the majority 
are of dubious value, particularly from a financial point of view. 

\ little more attention to the post office and many other necessary Government 
functions, would improve their efficiency and help the taxpayer 

How in the world did our Government become involved in ice cream, baking, 
and the manufacture of spectacles—besides many other things that they should 
have no time for? 

Thanking you, I am, 

Very truly yours, 
(Mrs.) E. L. E. WEBBER SAVERY, 


‘ 


Croton-on-Hupson, N. Y. 


ATLANTA, GA., June 8, 1953. 
Hon. Mrs. HARDEN, 
Member of Congress, 
House Office Building, Washington, D. C. 

Dear Mapam: Referring to the enclosed clipping, vou are on the right track 
and I wish you much success. 

In addition to the 100 or inore commercial activities, most of which should be in 
the hands of private enterprise, the Government is in so many other things which 
likewise should be diverted to private enterprise. For instance, the Government 
at the moment owns some twenty-odd percent of all the land in this country, to 
pay for which they have issued bonds. The ownership of this land prevents just 
that much private enterprise, and through private enterprise the collection of 


taxes. In other words, it has created an outgo instead of an income. 
Secondly, the Government is subsidizing so many things in direct competition 
to private enterprise. For instance, they take a financially broke company, such 


as a certain airplane manufacturing concern, lend them through RFC tens of 
millions of dollars and then give them orders to manufacture planes at excessive 
prices as compared to the prices of private enterprise, in order to enable them to 
repay the RFC. Through CAB and other channels they are subsidizing facilities 
for airline companies and highway transportation to the extent of making it 


impossible for other public transportation companies operated by private enter- 
prise to be successful. All of this should be eliminated and the business returned 
to private enterprise 

Take Reconstruction Finance Corporation alone, which has long since lost its 
usefulness and is operated daily in competition with private enterprise. This 


should be closed up, lock, stock, and barrel, and by doing that over $1 billion 
could be returned to the Treasury 

Take all of the hydroelectric power dams the Government owns and is now 
building and the Congress is making appropriations therefor, all in competition 
with private enterprise, without paying interest on the money or paying any taxes, 
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If the Government would only set abou! to return by sale to private enterprise 
the lands, factories, lending agencies and utilities of various kinds, and accept in 
payment thereof outstanding Government bonds, the Government debt could be 
easily reduced by billions of dollars and at the same time put back on the books for 
taxpaying purposes the same billions of dollars worth of properties. 

To sum up, such a program would eliminate enormous expense and create 
further income from taxes. If you don’t do anything else in Congress, you can 
make a name that will go down in history forever if you can bring about at least 
some part of such a program. 

Sincerely yours, 
H. Lane Youna. 


P.S.: If the Government should set up a definite program along the lines 
outlined above, you would see 2!2 percent Government bonds selling today under 
90 go back to a premium. 


JOHN ALLEN AND ASSOCIATES, 
Oakland, June 5, 1958. 
Representative Cecrn M. HARpDeEN, 
House O flice Build nd, Washington, aD. 

Dear Mrs. HARDEN: Several independeut airline ticket agencies have desig- 
nated me to speak in their behalf concerning the discrimination shown against 
them by the military authority. This situation also exists in most major cities 
of the United States and is therefore the concern of every Member of Congress 
and certain Government agencies 

These businessmen respectfully request that you consider the following facts: 
They pay license fees to operate. They post a bond with their cities to protect 
the third party against misrepresentation. They have always depended on the 
unofficial travel of military personnel as a legitimate source of revenue. And their 
activities are directed by the CAA of the Department of Commerce. 

Certain privately owned agencies and direct representatives of airline operators, 
now have ticket offices within the confines of military reservations on a very 
profitable basis My clients strenuously object to being excluded from participa- 
tion in this unofficial military travel business. Physically, it is not possible for 
all to establish branch offices on these military bases. Since everyone is not repre- 
sented, they then feel that those who are presently authorized to solicit business 
on Government property, in this category, should be removed. 

The operation of any privately owned transportation office on military estab- 
lishments should be considered a direct violation of free enterprise and a restraint 
of trade. It provides a fabulous monetary return, without investment or risk, 
to a chosen few, from a captive market supported by taxpayers. Nationwide 
travel revenues are directed by Department of Commerce and cannot be placed 
on a competitive bid basis; this unofficial military business should therefore flow, 
in a normal manner, into the adjacent cities. 

As established businessmen in their respective communities, they request you 
to investigate the facts in this matter to verify that discrimination is being shown 
against them. When you have determined this, they urge you to take proper 
steps to eliminate the existing travel agencies from military bases. 

Very truly yours, 
JoHN ALLEN. 


INGOLDSBY & CoLgs, 
Washington 5, D. C., June 5, 1958. 
Hon. Ceci M. HarRpEn, 
House 0, Representatives, 
Washington, D. C. 

Drar CONGRESSWOMAN HARDEN: We have just been informed that a Subcom- 
mittee on Government Operations, of which you are chairman, will soon conduct 
hearings to determine whether competition by Federal agencies with private 
industry can be reduced. 

On behalf of clients of this office, may we invite your attention to a situation 
existing whereby Government-owned vessels are in direct competition with 
private business. The Maritime Administration has recently granted to Coast- 
wise Line the right to continue to charter Government-owned Liberty ships, 
which they have had from the Government at low rates for over 2 years. These 
Government-owned vessels directly compete with both the privately owned ships 


of other operators engaged in the same trade to Alaska and with the privately 
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owned ships of other companies which seek to charter such privately owned 
for use in such trade The low rate at which the Government-owned vesse 
are chartered to Coastwise Line makes it impossible for the private st 


compe te, 
We should be n t pleased te 
existil { ! 


Very rul Ol 


Mr. Ray Warp, 
Staff Direc mr, House Government Oneration 
Intergovernmental Relations Subc nmittee, 


Old House Office Building, Washinaton, D. C. 
Dear Mr. Warp: I have I 


t very happilv learned that your subcommittee 
will hold hearings beginning Tuesdav, June 9, in the extent to which Feder: 
Government commercial and industrial enterprises compete with private indust 

I would like to urge that in this connection the most thorough possible seare 
and investigation be mad In recent vears the Government seems to have g 
so far afield that it has made me question even many of the functions which we 
have long taken for granted belong to Government. Take as an example the 
Post Office Department 

I understand that the postal system was federalized originally to give protection 
against banditry and theft. Possibly also because at that time no private organi 
zation could handle so comprehensive a job 

However, since that time law-enforcement agencies have hecome more efficient 
and other privately held corporations have embarked on jist as extensive an 
operation. The telephone company, which is owned by over a million privat 
stockholders, operates in every town and hamlet in the country Since it is a 
monopoly it operates under Federal regulation, but it does operate by itself an 
is owned by private stockholders 

It appears to me as though the post office could be turned over to private hands 
in a similar manne! I do not say it should be done, but I do think it is worth 
serious consideration 

With respect to other governmental business it goes without saying that I 
am in favor of the Government getting out of as many businesses as possible and 
as soon as possible. 

Sincerely yours, 








PETER J. REILLY 


SEBASTOPOL, CaLir., June 8, 19 
Representative C. M. HarpEn, 
Wa hington, dD. ( 

I just listened to your remarks on the Business Week radio program about your 
investigation of Government in business in competition with private business 
Here in California we have a problem of the Agriculture Department interferi 
in private business by controlling quality and quantity, which are the two basic 
factors in the law of supply and demand and determine price irrespective of cost 
Is this virtually the same as though the Government was in competition with the 

producer of farm products? 





( J. Carey, chief of enforcement division of State agri: t 
admits he cannot interfere with the prices paid, for it would f of 
contract, but that he can interfere with the right of contract by controllin 


quality and quantity. 
I will appreciate your comment on this issue, and if you have authori 
investigate this issue, we will appreciate. 
Respectfully, 


SPRINGFIELD, Itu., June 8, 19 
Representative HarpEN, 
House Office Building 
~ Washington, D. ¢ 
DeaR REPRESENTATIVE HaRpDEN: I was indeed very pleased to note an ar 
in the newspaper r th fa 


the free-enterprise system 





5810—53—pt. 1 25 
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I firmly believe that co-ops or any nontaxpaying institution engaged in competi- 
tive business should be surpressed No one can compete long against Govern- 
ment in business and our Nation is where it is today by the progress of the free- 
enterprise system only. Any businessman would trade his net profit for his taxes. 

I am wholeheartedly against socialism and want to commend you again for 
the stand you have taken in behalf of free-enterprise system. 

Very truly yours, 





R. D. ARMSTRONG, 


NATIONAL ASSOCIATION OF MANUFACTURERS, 
New York 20, N. Y., June 9, 1958. 
Hon. Cecit M. HarRpDEN, 
Chairman, Intergovernmental Relations Subcommittee, 
Committee on Government Operations, 
House of Representatives, Washington e. 3, 


Dear Mrs. HarpEN: Some months ago the National Association of Manu- 
facturers started to gather such information as was available on Government 
competition with private business. Unfortunately, we have not been able, 
within this period of time, to develop new specific and detailed information. It is 
obvious that the Government engages in many commercial enterprises. But we 
have not been able to find adequate data on the cost, the scope, and the justifica- 
tion, if any, of these activities. 

We feel that the study which your committee is undertaking is of great sig- 
nificance to private enterprise and could have a favorable effect on the Federal 
fiscal situation. Weapplaud yourefforts. It may well be that only congressional 
investigations can bring out the many different facets of the problem. 

The work which you have undertaken, together with the efforts of others such as 
Congressman Frederick R. Coudert, Jr., should go a long way toward bringing out 
the facts which are needed to establish principles for determining more accurately 
the legitimate fields of activity of the Federal Government. In addition, the 
public will be better informed as to the widespread business activities of the 
Federal Government. 

[ am sure you are aware of the association’s opposition to Government compe- 
tition with private enterprise. Our official position on this matter is attached. 

(gain, may I emphasize our appreciation of your important work. 

Sincerely yours, 
NogEL SARGENT 


GOVERNMENT COMPETITION WITH PRIVATE ENTERPRISE—ADOPTED BY THE 
Boarp oF Direcrors OF THE NATIONAL ASSOCIATION OF MANUFACTURERS, 
JANUARY 29, 1949 


The function of Government is primarily political rather than economic. 
While certain activities must be regulated by the Government for the public good, 
its responsibilities do not encomapss competition with its own citizens in the 
fields of production and distribution. Insofar as governmental activity invades 
the field of private enterprise it threatens the other elements, civil rights and 
civil liberties, inherent in our system of Government. 

Given the same conditions, there are no circumstances under which private 
enterprise cannot operate in the field of the production and the distribution of 
goods and services more efficiently than can Government. The only cases where, 
on the surface, this is not apparent are those in which through subsidies, freedom 
from taxation or improper allocation of costs, Government enjoys a definite 
competitive advantage. The hidden deficits resulting almost inescapably from 
Government-operated business competing with private business are always paid 
by the taxpayer. 

Thus Government enterprise must necessarily choke out competing private 
enterprise. The consequent diminished area of taxation intensifies the tax burden 
upon remaining private enterprises and further increases the handicaps under 
which private enterprise is unfairly required to compete with the Government. 

Private enterprise is constantly studying the need for additional plant capacity 
and has demonstrated its ability to meet the most difficult production problems. 
Government can assist in providing additional facts regarding problems of capac- 
ity and supply but its traditional function does not include the building and 
operating of its own plants in competition with private industry. Increasing 
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Government competition with private enterprise is a major deterrent to the 
flow of job-creating capital into private enterprise. It destroys private capital 
investment incentives and can only lead to State ownership of all enterprises. 


INDIANA UNIVERSITY, 
Bloon ington, Ind r June 11, 19538 
Hon. Cecin M. HarpEN 
Congre ss of the l/nited States 
House of Representatives, Washington, D. C 


Dear Mrs. Harpen: The Indianapolis Star of the 10th instant, carries an 
item about your work as head of the congressional committee investigating the 
matter of Federal-owned enterprises competing with private industry and com- 
merce. 

The subject matter treated by your congressional committee is very important 
tome. At the present time I am about to finish a hazardous and impartial research 
project related to this matter of Government-operated enterprises, and in the 
area of the Isthmus of Panama, This is an academic treatise in which I humbly 
try to analyze and evaluate [sthmian-American relations for the last 5U years, 
1903 


2 
r-V00 





Throughout the course of my research I frequently ran into the serious problem 


caused by the vast Federal monopolies nearby the interoceanic highway which 
have caused in the past, and is causing in the present, so much misunderstanding 
and bad feeling. This is not only true of the native-born Panamanian but also 
among the foreign residents of the isthmus, and in particular among American 
and other Latin American businessmen and traders, who feel that they are 


i 


entitled to share in the profits that the geographical location of the Panamanian 
Isthmus offers as one of the leading trade routes of the world 

Ever since the installation of the National Government in 1903, Panamanian 
regimes and the Panamanian people as a whole, without distinction of political 
banners, race traits, or economic position have loyally and consistently supported 


the policies carried by the American States. This fact was clearly demonstrated 
during the two great wars when the innermost circle of defense of the United 
States was endangered by the enemies of democracy and freedom On 


having only in mind the preservation of those principles si 


to the American people, the Panamanians did not hesitate to place at the dis 
position of the armed institutions of the United States whatever they had, even 
the hor | 


occasion and 





a score of occasions it meant for many a citizen the sacrifice of ‘ 
is natural then that they, the isthmians, should feel proud to have contributed 
a little toward the achievement of the global aims embodied within the scope of 
the American foreign policy. For this reason, it is my belief that the American 
Government should reciprocate this unselfish cooperation, by the undertaking of 
necessary steps to correct the mistakes and errors of the past, particularly the 
consistent and unilateral interpretation given by the Federal Government in 
previous times to the sti , ) 
with Panama. One of the sorest points is the angle of the Federal Government 
operated canal enterprises, which threaten to ruin the whole economy of the 
isthmus 

I pray that you have an opportunity to study this special problem, and I shall 


ig 


) 
Ty 
i 





lations of treaties, protocols, and conventions signed 





be glad to send you the highlights of my research about this matter if you care to 
examine a little further the content of this study. I can assure you that many 
Americans, the whole Panamanian people, and t} 
interoceanic canal would have to feel happy and gratified for whatever attention 
you pay to this problem 

I have seen in the latest editions of the newspapers—namely, in May and June 
that the Panamanian chief of state is canvassing the opinion of his advisers, to 
see if it is possible to place before the American President the urgent matter of 
negotiating for a treaty which would give the Panamanians most of the rights 
and opportunities for which they feel entitled. 

Thanking you for the attention you may pay to this letter, I beg you to aceept 
the sentiments of my highest and most respectful consideration. 


1e rest of the countries near the 


G. A. ANGUIZOLA, 
Indiana Unive rs ly Graduate 6 hool. 
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Dy fapam: A recent pre ates that 1 are chairman of the 

} he H e Co ( Government Ope and that 
‘ er ( re 4 } rob] f (lovernn competitior 
u j I cong ‘ I r int est i this subiect 

= Ae o new Government undertakings 

ur I I ul¢ lustry and that ste ould be taker 

T ] I ( entery nie aI esentiy In competitior Some 

as mav | made ji { f these are but j eems to me 

oO rte I are noroug! lored | Liz f n as ¥ r ¢ nmittee 
and f lisclosed I blic 

| ] } ( { Thg ( D Dos ( ur ( wat l Is to 
a hers } 1 by gi ! a stat e hac At ‘ Q 
Sa 1 al i the pl nat I I the competi could be oO to speak, 

me track DV I I re rs Ss depar eC! if Cov nment 
I end pe 1 | e ord f e President a g these lines should 
I ! g thi ( realiz at Cong s is no 
di g tt Pre lent what ! ive a t ld be But if the line 
of f ced \ ir cor! e he l S hould ine that such a 
‘ t | roduce proper re t he evidence ¢ 1 the be laid or 

I it S desk t I I tive i ( a memorandum 
T i urtme head as Z nat the e such orders their particular 
depa 

| realiz 4 ring the Federal ad tration recently replaced there was a 
plethora of ict rec ive ordert Nevertheless the method seems to me a 
serviceable t n getting thing lone and in a quick way My purpose in 
writing merely 1 f t to vour at ntion so ft in the 
conduct o i facts se lines 1 rht be devel ped ir fi ‘rance 
of ( nv ] yg g ri I ers C,over! f t ol o! n with 
pr i | 

S cere rs 
( ARTHUR BRUCE, 
I tive Vice President. 
CHESTERTOW Mp., June 1953 
Represe itive HARDED 
Chai Ho Crovernment Operations imaties 
Washingto ( 

DrAR Mapam: What an opportunity vou have of showing the taxpayer how 
s ev has bee L 1 , 

There is nothing the Federal Government undertakes that cannot be done much 
more efficiently by private industry at marked savings to the taxpayers with 
poss O ¢ eptio! reating al narket for red ink and tape and white- 
wa 

Hats off to vou and more power t As a Hoosier, | hope you will show the 
CX tr 4 41 Can succeed re men have failed 

Mav | gest at li e is oft e potent than argument 

S . ’ 
Hucu H. HARTMAN. 
-HILADELI "AR ine 15, 1953 
] Rm, W STREET JOURNA 
\, : N. } 

Dear Sir: Referring to the article prominently displayed in your issue of June 
2 t or the captior ‘H ise Gr! I Wo ders if United States Mi st Compete 
With Private Industry”’, t! article stated a House investigating subcommittee 
would start hearings to determine whether it ca it down Federal competition 
wit rivat lust? et ett 

S e article was pr ed yur paper | have not read progress 
made s ) stigating tee, a oug! ) i to have 
al ( ses pecretal I Lo ert W Budge ] u Director 
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Dodge, Comptroller General Warren, former President Hoover, and spokesmen 











for the United States Chamber of Co ree, the American Municipal Association, 
and other groups 
i quote one pertinent paragrap! Mrs Representative Harden states that 
the situation becomes absurd when you have the Government using tax money 
to drive our of operation businesses which ordinarily would produce tax revenue - 
l is exactly the position | have taken right along, and it is further phasized 
l ne | ) nm of Representative Couder H. Rh 2), and [ would like Repre- 
sentati den and the other members of the subcommittee read Mr. Coudert’s 
re iutlO 
[ serio object to Uncle Sam being mixed up in most any e of busine 
I is bee tated that the billions of dollars’ worth of property would be turned 
to the taxrolls, there V 1ncreasi taxable income A case in point is the ( a 
rubber industr which ] lent Eisenhower propose o sell It ‘ oO me 
that if end to reduce Cro rnment debt let u » AHDoutT 1b 1 a 
pracuica rine 
Am s ling a »p } letter to Representative Harder 
Vi tri 
CHARLI FY. RAFETI 
AMERI N A ( IATIO oF Nt EI MEN 
whit or Ld, ¢ J f IY 
M Cecit M. H N 
H Office | na, We ,? dD. ¢ 
Dear M H ' | senaiation hin ‘ } ; oo 
hear ; i ha been holding on points of cor n between ( ener 
ana tarna | 
l matter tf re } | ‘ } t put hefor ou r hriefl y ‘ 1 yn) 
W nout oO un ig tl fim of your commit 
bach 1924 Or j passed Ww at known a he Clark-MeN 
st ( hich py led for Government producti of seedling t or 
I I { l ] iT purpo a wo ( ~ hat tim thea 
N ! 1) irm f bill can into | ul r the ear 104 vhich 
1in p ded for the il ment of tax-supported nurser r the produ 
( d t listribu n to farmer 
() r ’ e tax ported nur ( have st abou rowded ¢ t the 
con i) u rymen [ror this area of its market I he old da Vi ised 
to I all « th market at a competitiy price and with profit to the com- 
el cer oO wi h ta vet aid, of ¢ l t tl Cx eT nt Wi 
been objecting to t neroachme ipon the farm market for ( rbelt 
rv seedlings with little sue 
ear it was discovered, however, that the State Constitution of Kansas 
ed the State from entering into any business in competition with its 





Consequently, the State nursery at Fort Hays, Kans., was discontinued. 
What happened? Were the farmers denied seedling trees? The answer is “no.”’ 
Three commercial nurseries— Willis Nursery, Ottawa, Kans.; Kansas Evergreen 
Landscape Nursery at Salina, Kans.; and L. R. Taylor Co. at Topeka, Kans 

established immediately a joint cooperative enterprise between em for the 
production of seedlings of the nature formerly produced by the State nursery at 
Fort Hays They immediately jumped in to be sure that the farmers were not 


denied a source of seedling trees at reasonable prices and within a vear, this source 





will be firmly established on an independent, private initiative, taxpaving basis. 
The job just looked too big for any one nursery to tackle alone, as the investment 
was rather heavy in equipment and facilities However, the three will be able 


to supplv all the seedling trees Kansas farmers will need in the future 


I give you this case history to indicate what would happen in other States 
provided Federal-State cooperative subsidized nurseries producing material 
were to be eliminated from competition with us. 

I thought vou would be interested in this case history as an indication of our 
conviction that the commercial nurseries of the country could take care of the 
demand for forestry seedlings, shelterbelt and soil erosion material if given a 
chance to do so. “ 

Very truly yours, 
Ricuarp P, Wuirs, 
Executive Secretary. 
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KNOXVILLE FERTILIZER Co., 
Knozt é Tenn.., June 22. 1958 





g j 
; DeaR CONGRI WOMAN HaR N | have noted with interest the work that 
your committee has been doing with reference to Government competition with 
b 
Thinking that I might bring out mething that may not have been brought 
{ \ r atte I the reason for letter 
The TVA is manufacturing ammonium nitrate and phosphate, as you doubt- 
le KI \ We doubt if this has been of any benefit to anybody Their method 
f i j g it has been very disturbing and unfair to a great many farmers and 
{ i I er manufacturers and fertilizer dealers They a ime the section 
that thev term the Tennessee Val that is the drainage into the lakes, as their 
particular project and sell their product to cooperatives only in that section, and 
we are formed at a tremend discount We are led to believe that they start 
J th a 25 percent d yuunt fron - price that they ll to other sec- 
t f the ntry where t \ ell almost exclusively to co-ops This 
T i acturer f iperphospha and ammonium nitrate 
iro 1 arge sect I and the mar facturers of fertiliz rin the section are 
ure naousiy Nandicapped in fturlt ng their ¢c tomers with these materials 
The prices that they place on the I juects to the co-ops are doubtless below 
( | t ibly t that re na percent of the farmers belong 
the « p orgal itor and I f them are too far away from co-op plants 
lealers of the co-ops to get the adva age of this and erefore t mitigates 
aga t that L f farmers as we ikes business fro the manufacturers 
ind the I I f I ( O ine hat has held down 
price A rik ilv a the fertilizer | I during these inflationary times. The 
freight ra ave been increased to a point that has made it very difficult to 
ship materials very far We see ne tification for this method of handling the 
ma ials that they manufacture, and we think it might be effective for Congress 
t OOK 1 the tte 
Ve ly yours, 
JAM VW DEAN 
Morcan Lut SALI Co 
Col O June ? 1952 
Re governmental operations competing with business 
Mr. Craig SHEAFFER, 
1 unt Secretary, Commerce Department, Washington, D. C 


Dear Str: We have quite a lengthy file of correspondence with Mr. Natha 
Brodsky, Acting Director of Defense Supply Management, Defense Department, 








in which we brought out and onje ected to the operation ol box and crate plants 
] pract 4 ull, if not « of tl SUDT | f the armed services, 
which @ rding to the lumber procuremert Engineer Corps, will 
have purchasc i this fiscal ear 875 millior ard f lumber to make boxes 
and crat out of which is 70 perce f tl | of lumber this year 
for all of the armed services requirements rity advised us that 
the total of the inspectors on the Government pay roll and the inspection staffs 
of the various official lumber manufacturers organizations and the approved 
independent inspection agencies are insufficient to inspect all of the lumber 
whi the Government buys Furthermore, suc inspection at point of 
s SI fina nspected at the military installation and the 
{ i s made tl n inspected This, we informed Mr. Brodsky. 
We were first told that all these box and crate plants were necessary for emergency 
and small lot requirements. It is preposterous to consider that such require- 


\T 


ments ca al 875 million feet of lumber. We suggested to Mr. Brodsky that 
urge box and crate installation at the Columbus General Depot is onlv a 
few hours away by truck, from all of the other armed service facilities in Ohio, 


and it alone could supplv them all. instead of have eight or more going full blast 





in O Everyone aware that ther commercial box and crate plants in 
every area throughout the United States, and there is no question but what, 
when all costs are truly considered, commercial plants can do the job for much 
less cost than Government-operated plants, and that the multiplicity of inspec- 


tic could be reduced to the inspection of the finished item 


COMMERCIAL AND INDUSTRIAL ACTIVITIES IN GOVERNMENT 3S] 


One item of cost must be considered in its proper light, rail shipments to the 
Government are on special low rates, commonly referred to as land-grant rates, 
so rail freight costs must be converted to standard rates for comparison purposes. 

By liquidation of 90 percent or more of the Government box plants, and the 
transfer of that business to commercial plants, it is reasonable to expect 

1. Lower actual costs, and probably better products 
2. An increase in the taxable income versus using taxes for box production 
purposes 

3. Make private industry more healthy, to withstand a depression when 
and if it comes 

4. Convert invested funds into cash 


5. Make much warehouse and storage space available, for use, instead of 
constantly building or acquiring additional space 

Mr. Brodsky said a survey was being made and we requested that the survey 
be made on the basis of determining what could be dispensed with rather thar 
what it is necessary to retain 








We are in favor of and urge that the Government liquidate all commercial 
activities that operate in competition with any taxpayil ndividual or enter- 
prise, except the small minority of activities in Federal penal institutions, or 
research of such a nature that onlv the Federal Government can poss bly conduct 
it, all to accomplish the same general results as outlined above, and this to be 


all-inclusive from TVA types of activities, atomic plants down through all com- 
mercial activities, including PX’s, barber shops, ete. The people in the armed 


services are being paid on a sufficient basis to permit them to purchase in com- 





mercial establishments the same as civilians, and we see no reason wt they 
should any longer be treated as an underpaid class that has to be subsidized by 
other mean This also includes the maintenance of golf and country clubs on 


Federal properties, et 
The Government also operates sawmills at a loss, and an example of this is 
the one at the Indian reservation at Menominee, Mich 
Yours very truly, 
W. E. MorGan 


CONGRESS OF THE UNITED STATES 
House or REPRESENTATIVES, 
Washington, D. C., June 23, 1958. 
Hon. Crecit M. HARDEN, 
Chairman, Subcommittee on Internal Government Relations 


House Office Building, Washington 25, D. ( 


Dear Mrs. Harpven: In connection with your present hearings with reference 
to Government operations in spheres of private business, may I direct your 
attention to the following: 

Most witnesses have testified that the Government should not compete with 
private enterprise. I believe that, in the main, every Member of the Congress 
will agree with that principle. 

It has been pointed out to your committee that nearly $40 billion of assets 
are controlled by Government corporations, of which about $28 billion is in the 
form of loans or guaranties of loans. 

The FHA program accounts for approximately $20 billion and the FNMA 
program accounts for another $3 billion 

For more than 2 years now, I have been indicating, in and out of the Congress, 
that the Government has demonstrated the insurance of mortgages is a good 
business. The Government has earned a very substantial overall net profit 
on all of its operations in connection with the insurance of mortgs 

Private insurance companies through the country g 
credit risks for Many years at a good return to themselves Chere is no reason 
why the mortg&ge insurance business should not be taken over by private enter- 
prise and the Government should as quickly as possible get out of that business. 

Mav I suggest that each of the witnesses who come before you urging the 
Government to get out of private business be asked why the bankers and insur- 
ance companies do not ask the Government to get out of the business of insuring 
mortgages 
I will appreciate vour making this letter a part of your committee hearing 
With kindest personal regards, I am 

Cordially, 


’ 








been insuring 





ARRAHAM J. MULTER. 
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Exuipit A 


( YERAL SERVICES ADMINISTRATION 
Washington 25, D. C., July 14, 1953 
\1 H 
’ / Najheamy ¢ 
( , fe) 
1 gion, D. ¢ 
I H | I I 1s de t ne |] ur y eld b our 
1O led ar { fied relative to Federal 
y as made regarding the warehousing 
i | nect n witn ! re arks | Vas & ked 
a ns ' { for +} | 
‘ ‘ parative co ho r the ockpile 
T , r . 
leavor » furnist ir subcommittee 
l e matter a ittached is a partial 
The ! I reflect ‘omparative sts of tockpile 
( ( rvations b C,overnment emplo e¢ and 
Y ' y 
I te I 1 e costs of the warehousing operations of 
. pleted ‘ ] I | De happs to 
f + 7 t ] 
ome ia l 1D ( oO ado sO, 
| ted fur? I oul it ymmittee with 
of repairs of typewriter the city of 
7 { { nr st t aT eT 
’ ( 4 tbulation of parative costs 
nes repair shoy f is Adminis- 
, r ractors it e Wa n, D. C., ares 
} T 17 TY i l OT 
] ou } ! ee ft forma nd I trust hat 
Epm FooM { fae 
: S ~ Mi R RVATIONS 








( I ( f ( ( 52.19% er ort ton. 
A (sS A } ( uC 31.951 per ho tor 
The mat ( led tl tudy are rubber, aluminum, tannin extracts, 
rdage fibe I ite inc, ma 1 copper. 
The e ( rt ton bv ¢ tractors ré *h contractors 
sien s I stead penance taxes, and 
ch are not included in the cost per short ton at military depots 
cost per short ton at military depots includes the following elements: 
Labor, dire« pervision, Materia ind depreciation on equipment 
[Twelve materials have been combined in the composite cost study for the 
g reasons ume reason, we found that a cost study, material 
| erial, prod resul 
iL ces fr do not identify cost on a material by material 
a 
2. Costs for handling the same material vary widely as between locations. 
This true with respect to the same material both as between different contractors 
handling it and as between different military installations handling it. 


3. The number of locations handling the same material affect unit cost; because 


1ead factor, the per ton cost of a few locations handling large volumes 
would be less than the per ton cost of many locations each handling a small volume. 


lt 
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EKxuipit B 


CGrENERA SERVIC ADMINI RATION 


Hon. Crcein M. Harpen, 


Chairmar Interqove nmental Relatior Subcommittee 






































DrarR My Referer ace » th ] 10. 19523 ir 
subcommittee Hous ‘ie I ( ( ernment Onperat I 
vhich informa I sted on the age ’ DI } ng 
their own rniture and typew1 Dair 

Cit rally sy } ( eral Ser ! ts for typ I I ‘ 
AVALIAD! 1 iliti most f I ) \ per ¢ 
Aa ( l tt T is a ( | 
populated areas, | ever, whet ct f al t id 
to local 1 pail I 

The Denar nent of ety ( era) f | ) ! t ( r 
for the repair ind eond ) i ma ; rate 
typewriter repair shop Washinet« DD. ¢ 1D) i I 1 ( 

| Vi rans Admini rat ( il ’ } state i Oe ¢ 

iter repair hops in Ws tor >, « | Interik ) ' ( iS 

sue! epal »p cated | | i. and eC er it 
hould also be not that riso Ind ( operat ra ( pair 
shops in connection with their vocat al re ibilitatio work. whicl re ized 
by GSA and other agenci Che Post Office Department, als , operate A large 
reco! ioning facilit In (Mmcago 

seve! furniture sl ire opel ‘ execut ne "4 bos dk 
United States However. it ild Hoi } { ork 
is accomplished principally as a part of facilities maintenance Pr 1 indby 
work for existing carpenter shop pr nel, or is provided throug ocal com 
mercial sources under term contracts for local procul 

lhe foregoing is a brief survey mac is aresult of contact I ajor agencies 
It became apparent from this sur that t levelopment of { he formation 
in these espects would require 1 detalied stud ( the exeecut ¢ ncles ¢§ the 
Was! vton and field leve This could not Ke! | ( ( aerabie 
cost in terms of person! und fu ( un ¢ ended pe d 

I trust that this information will be of value to y He t 

Sincerely yours 
Oe p F. Mansut \dmir 
ExXHI es 
Cor ( mm OF Costs of pe f 1 office } } f 
n I ork pe é / ut 

Supplier ‘ e ca I ert t 

GSA off achines repair shop $2415 per hour (a we $2.242 $ 2 e pt I 
peri } 
edule contracts 
I Cc 
rton-Rand, Inc $: inimum per call, $3.50 per | $24 (standard carriage 7-year old 
ur 

Royal Typewriter Co., Inc $2.75 minimum per call, $3 per | $22.50 to $31.5 e t i on 

hour we and S12 

L. C. Smith & Corona Type $3.25 minimum per ¢ $3.50 | $19 $31 (ra based ize 

writers, Inc per hour ind siz 

Underwood Corp $2.50 minimum per call, $3 per | $22.50 to $45.50 (range based on 

hour age and siz 


Other companies in Washington, 
D. C. (direct quotation) 
Central Typewriter & Adding | $3.50 minimum per call, $3.50 | $27.50 to $37.50 (range based on 
Machine Co per hour age and size 
General Typewriter Co $3.50 minimum per call, $3.50 | $22.50 average 
per hour 
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NOTES TO STATEMENT 
1) Cost hown for service calls (both GSA office machines repair shop and 
private industry) are exclusive of parts Costs for reconditioning or overhauling 
ine i parts required 
2) Cost own for GSA office machines repair shop include both costs actually 
charged t hop and estimated indirect costs which private industry would include 
} \ ‘ ire me ( ged to shop These costs, reduced to hours or units 
sel ( ire as folk 
Reco 
4 * g $1. 994 $19. 18 
| { { 

Actual costs are cumulative f th period from July 1, 1952, through 
May 31, 19 a ywn by th fice machines repair shop operating statement 
for that period \ total of 18,495 machines were serviced in the field and 3,470 
mat es reconditioned or overha 1 in the shop during the period 

l’stimat ndirect. cost ot charged to shop include shop floor space and 
ac clerks engaged ( ing and billing of shop services, as follows: 

060 pace, at $1.50 per annum (estimated rental and operating costs 
Di Q per annun s} accounting clerks, total salaries $10,750 per annun 

The fice machines repair shop performs repair services for both type- 
writers and office appliances (adding machines, calculators, ete. This study is 
confined ypewriter repair service represent 71.5 percent of total dollar 
\ ul of shop activities Indireet costs shown above, computed for 11 months, 
wel allocated to typewriter repairs on the basis of such percentage. 

The « ce mact es recover only those costs 
dire charged to it thro Therefore, charges billed 
do nm clude indirect e charge or unit price, all 
“ eing billed on an | rage charges per machine 
1 g lil-n peri Is (excluding parts) and 
$19.99 for op reconditioning and overhauling (including part 

6) Other elements included in private industry charges, such as profit and 
taxe i t I peel c> ma . 4 


Navy DEPARTMENT, 
BUREAU OF SUPPLIBS AND ACCOUNTS, 


VW asl} ngton 25 i. « Decembe 3 1946 


T | ( ef of bureau Supp and Account the commander, Mare 
the commander, Norfolk Naval 





{ Naval Shipvard, Mare Island, Calif | 
~ yi t y 7} \ 
] Par ph 271 2, Bureau of Supplies and Accounts Manual; 
para ph 27100 Bi f Supplies and Accou 
Enelosur List of items prs ly approved for manufacture by the paint 
B) list of inmedier DI ired through the Bureau of Supplies and 
\( 

l. Kffective March 1, 1947, the Bureau of Supplies and Accounts will assume 
resp for procureme ‘ maintenance and distribution of all items in 
cl 52, Catalog of Na Material, ‘ ral Stores Sectior \ll reporting activities 
listed in reference 1) will submit their requirements of cla 52 material to the 
Bureau of Supplies and Accounts in accordance with the schedule outlined in 
reference lhe first such report is due March 4, 1947. However, requisitions 
for 2 received in ipyards after receipt of this letter and 
prior to Marc} will be forwarded to the Bureau of Supplies and Accounts, 
cod RSI for ing against Na excesses No action will be taken by the 
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shipyards on the requisitions until they have been returned by that Bureau 
tamped ‘Approved.”’ 

2. The paint factories will manufacture only the type and quantities of paints 
ordered by the Bureau of Supplie and Accounts knelosure A), a list of such 
paints, is furnished for information. This list may be modified in the future if 
the ratio of the capacity of the factories to the demand so dictate Al] paints 
not listed in Enclosure (A) will be purchased by the Bureau of Supplies and 
‘lwo 


3. Paint ong tena occediost tay Pg tt aoc Will! procured as follow 











a) Specific ingredients listed in enclosure (B) will be ordered from the Bureau 
of Supplies and Accounts on field reporting cards (NavSandA 304) at regular 
replenishment periods Provision may be made for split shipmen r staggered 
deliveries if desired. 

(0 All other ingredients may be purchased locally as required if local purchase 
is made, the field reporting cards will be ibmitted owing all figures ¢ ept the 
requiremen 

Anv nonstandard ingredients now in recurring use will | report to t 
Bureau of Supplie and Account to be made standard tov al afterward 
handled as described above 

1, The Bureau of Ships will continue to request the paint factor to manu 
facture nall batches of experim il paints for research and development pro 
gram | pense o incurred will | i 1atel chargeable to Bureau of Ship 
tppropriatio! 

5. T Bureau of Supplies and Accounts will inform all major sup} rctivit 
and ship’s preservation activiti f the | edure br lished 

6. During the period from the present tit to Mar |, 1947 e Naval Shi 
vards, Norfolk and Mare Island, will continue to fill 1 1 presently ¢ tar 
ing from other activities for paints now being manufactured. Or for pair 

ted on enclosure (A) which are outstanding on March 1, 1947, will be 
filled only if all needed ingredients are on hand. No procurement of ingredier 
to fill these orders will be authorized. If all ingredie1 are not on hand, the orders 
will led and the quantities of remaining ingr ts not required for 
the ire of paints listed on enclosure (A) will be reported exc« to the 
Bure ipplies and Accounts 
H. D. NuBER 
1 y Chief of Bureau 
( D Wu LOC 
De} and A tant Chief of Bu 
] CLO RI \ 
List of items pre ntly approved f manutoct the paint tori 
PAI. 
52—P—556 Paint, boot topping, black, cold, plastic Formula 14¢ 
52—-P-715 Paint, boot-topping and antifouling, black, cold, plast For 


bey 146 
, it, camouflage haze gray, Ne 





, } - 
deck, gra\ ro Formula ) 


ail oc t gray 
oO! la 27-I 
aint interior. light gree 


ormula 31. 


aint, interior, white 
9° 


orn ul a 


aint, interior, black, plasti Formula 90 


Ps 
Ps 
| 
I 
I 
F 
] 
F 
P 
Paint, white plastic, compositior Formula 89 
P 
Ps 
Ps 
P 
Ps 
Pr 
Fe 
Pr 
F 


a 





I_H510 
52—-P—6§540 
P—6550 
P—6§580 
P—6581 
P-—-20630 
P—20635 
P—20660 
P—20665- 





aint, shipbottom, anti orros! : ] rmuls 
shipbottom, anti orrosive, dar Formula 14D 
1int, antifoulir hot plasti Formula 15 HP 


all t, an fouling red, cold, plastic Formula 143 








antifouling, black Formula 145 


imer, zine chromate 





rmula 84, 
‘imer, zine chromate, dark greer 
ormula &84—D. 
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L } ese ia wed for man ifacture by the pa nl factorzies ( ontinued 
I y 
_ P_20710 Putt linseed re ad Formula 68 
». P-90730 Putt linseed ‘ lor Formula 67 
2—P—2076f Pu nseed « e lead Formula 69 
‘ B 
] fs procu i i} he | iofs t Accounts 
] 1 r rer om elloy i] re titaniul 
I RIT ( 
Pr. / ? / \ / he Ho Q nmittee Fr- 
: itive D mer Lug 19 
ng i 
1 
> I Diack 
Pre 
| 
| a 
( bes 
\\ t ~ 
a > olor PTIOT na 
) At ( LOT 
y hir 
( pb« 
11) Ant rc ( ibmarine 
a ' Conner tor 
1): reel 1er 
OA (ira ( 
’B Dat rav 1 kid 
Vj Light gray de ( 
320 LX eck light gra ‘ 


Zé ‘ OTA int« ( 
27 A V hite nteri 








0] | ht grav n acl ne 
Light green, fire-ret 

A Inside ereer 
31 5 Inside light green 
37 Medium gray machinery enamel. 
38 Striping black 
fy Striping gree! 
10) Striping red 
1 Brown striping pair 
$2 Striping vellow 
13 Striping blue 
ib Exterior camouflage gra\ 
61 Linoleum cement 
62 Smoothing cement 
64 Oil and water stop compound 
78 Olive green 
54 High alkyd chromate primer 
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Paints manufactured by the Navy (as submitted to the House Subcommittee on Ex- 


pen litures in the Executive De pariments, August 1952)—Continued 

Formula Ne Mizture 
84 B Chocolate brown metal primer 
84 ] Blue | rimer 
84.47 Zi ‘ec romatiec primer 
10 —, tinting. — 
102 Zine t paint, water resisting 
104 Exterion dull black 
105 Red cold plastic antifouling 
105-45 Antifouling cold plastic red 
109 Outside gray, No. 11 


sanamel exterior equipment light gray 
ght grav enamel, type III 

ndercoat for wood decks 

l ) 

A r metal conditioning zine chromat 
quid wood filler and sealer 

yg black 


| 
Ligl 

I 

Flig 

Primer exterior red lead 
Prin 

Liq 


t deck gray 
i 





228-1 Copper flake black 


5 NRL Antifouling rubber 
207 ie General-purpose whit 
257 Light type A enamel gra 


Medium type B enamel gray 

Enamel] fire-control inside blac! 

inamel exterior primer asphalt gloss black 
Enamel alkyd resin blacl 

Enamel exterior medium navy gray 
Interior oil ready-mixed light ivory 
Interior oil ready-mixed fl: 
Primer sealer, interior wall 
Enamel oli. drab 





— 


coat ek dio avs OTAV 

es gray 
neral-purpose deep green. 

ental S diain gray 

namel alkyd resin, yellow. 

namel alkyd resin, blue 


ZAZA AM AMADA A LZ, Zive 





I 

G 

G 

i 

| 

I 

kk name! alkyd resin, green 

hr | alkyd resin, fire red 

kins aaa alkyd resin, white 

Li ne chromate prime green 
Chlorinated rub} er, red deck 
Chlorinated rubber, gray deck 
Chlorinated rubber, interior white 
Chlorinated rubber, interior green. 











269 Green grav for concrete 

626 Blue generator paint 

664 Red ordnance enamel, type I 

665 Medium blue ordnance enamel, type I. 
773 Vermiculite spray mixture (binder 
775 B White, exterior, for wood surfaces 

781 Dark gray machinery en l 

$22 Cream exterior flat. 

828 Ocean gray ordnance enamel, type I. 
831 G Light green interior gloss enamel 
R318 Light green interior semigloss enamel. 


‘n interior gloss enamel 
reen interior semigloss enamel] 


832 G Medium 
832 S Medium g 
853 F White ready-mix flat. 

8538 White interior semigloss enamel, 
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Paints manufactured by t Navy (as submitted to the House Subcommittee on Ex- 





pend ve Departments, August 1952)—Continued 
872 e enamel 
RR 
R06 exterior gloss enamel 
R97 vd resin exterior gloss enamel 
907 alkvd resin exterior gloss enamel 
908 1 resin exterior gloss enamel] 
O11 d resin exterior gloss enamel 
912 vd resin exterior gloss enamel] 
16 ‘vd resin exterior gloss enamel 


920 Middlestone No. 920 alkyd resin exterior gloss ename 





kyd resin exterior gloss enamel 





OF Crag rav submarine nterior 
29 A Ma ray preservative 

930 Synthetic metal and wood primer 

Be) (Ta Ni 14 alt i resin exterior gloss ename!] 
14 W 1 Varnish mis g 

ry Stain. flicht deck 

0 | zmel t 

11 “iy ping brow! 

17 Var I asphait 








‘ ar par 
* 1) 
' \ 
1 Val I 
\ lene r io! 
115-49 \ lindene resi! olution orange pigment 
247 Var motorboat 
; ‘ \ I eTIor 
»; } n | na pa { ay I 
264 N Var alum) I i 
276 > Paint, heat-resista 
7) Val + 
ORT > Int yr ¢ il pa 
\ l Varnis! pa r re 
258 R mht or stor S ition 
28 Bla weid-re ting paint 
i Pumpi compo 
SOB P} url ut driers 
mo 4 : 
202 phi 
693 Air 
7 Sf ( ‘orrosive putty 
SO i ed il pal I reatment 
817 High toug : ater resisting spar varnis! 





9 gre 
N l Y Putty 

6 Putty, I 
68 Putty 

69 Putty 


COMMERCIAL AND INDUSTRIAL ACTIVITIES IN 


Exuipit C-1 





Items of paint currently manufactured by the Navy (as 
committee on Intergovernmental Relations, Dec. 8, 


Stock No. Description 


GOVERNME} 





iT 389 


ubmitted to the House Sub- 


4, and 5 1952 


Percentage 
currently 
manufac 

tured by 


Navy p int 


factories 








») 


























55 Enamel, equipment light gray, medium air drying 100 
66 do 100 
275 Enamel, equipment light gray, baking 100 
Enamel, fire-control instrument 100 
Enamel, interior gloss, white 5 
45 Enamel, interior gloss, soft yellow 100 
10 Enamel, interior gloss, black 0 
25 do AO 
81 Enamel, interior gloss, light navy gray 0) 
&3 do ) 
14 Enamel, interior gloss, olive greet 100 
190 Enamel, interior gloss, f red 100 
50 Enamel, interior gloss, whit ) 
5! do LOO 
284 Enamel, interior gloss, brilliant yellow 
286 do 0 
Enamels, general semigloss, exterior or interior, white 100 
do 100 
Boot topping, black 100 
do ”) 
Exterior camouflage, haze gray 0 
Exterior camouflage, light gray om 
Exterior camouflage, ocean gray ” 
Paint antifor Lt) 
Paint, deck black, exterio 100 
5) P _ deck, dark gray, exterior 100 
P deck, light gray, exterior ”) 
0 Pa deck, dark gray LM 
Paint, deck, red 10 
ao x) 
Paint, deck, dark gree ) 
Paint, deck, f etardant r whi ) 
do 100 
Paint, exterior oil, white 75 
175 Paint, exterior oil, semigloss, special fumeproof, pearl gra 100 
500 Paint, exterior oil, semigloss, tint base, light navy gra 
50 do ”) 
600 Paint, exterior oil, semig t base 1 na ‘ 4 
705 Paint, exterior oil, semigloss, tint base, pear ‘y " 
x) Paint, exterior oil, semigloss, tint base, deep green 100 
905 do 75 
1400 Paint, exterior oil, semigloss, tint base pruce green 100 
Paint, interior oil ready Ke lat, white M) 
4( Paint, interior oil flat, light greer x 
Paint, interior oil flat, white HX) 
Paint, exterior oil, whit 100 
Paint, exterior, camouflage dull black (sul 
Paint, exterior, can flege, dull black irface vé ] ) 
Paint, exterior oil, semigloss, tint base gray 0 
do ) 
Paint, exterior, camouflage, white, glossy 1 
do ) 
Primer, boot-topping, black plastic comp. A) 
Paint, white plastic positi v 
Primer, interi ll, seale 
Pr ed le ht-bodie d 
Paint, anticorrosive shipbottom, light color M 
Paint, anticorrosive shipbott rk color 100 
Paint, antifouling, hot plastic shipbottor 
Paint, antifouling, ¢ ic shipbottom, r M 
Paint, antifouling, « shipbottom, black ) 
I 


aint, striping, black 
do ( 
d () 


Paint, striping, blue 


Paint, striping, brown M 
do Lu 
do WW 

Compound, oil and water stop LOO 

Gold size 100 
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COMMI 


R 


INDUSTRIAL ACTIVITIES IN GOVERNMENT 


the Navy (as submitted to the House Sub- 
Dec. 3, 4, and 6, 195 Continued 


Percentage 
currently 


manufac- 


PARTMENT OF THE NAV’ 
OFFI OF THE SECRETARY, 
Washington, May 28, 1958 


operations 


I 


limit the types and classes 


Navy paint factories at the 


of curtailing Nav paint Mmanu- 
the following procurement program for paint items shall 


commercial sources all paint items other than those for ship- 


commercial sources all shipboard paint items which in the 


‘hief of the Bureau of Ships can be obtained from commercial 


is of compliance with mandatory manufacturing formula or 
specificat s that will assure adequate quality 
the Navy paint factories those shipboard paint items which 
f the Bureau of Ships are of such a composition and 
adequate quality control without undue admin- 
procured from commercial sources. 


paint factories those paint items which are pro- 


as experience shows commercial procurement to 
or lm practical 


eau of Ships sha 


ll promulgate a list of those paints, which 
re within the category of subparagraph (c). It shall be the 
f of the Bureau of Ships to examine this list periodically 
irther reduction can be made through the establishment 
specications, q ialified prod icts list or other procedures 
procu { 
foreg instruction does not preclude the manufacture 
actories of those batches of paint required to continue an 


and development program, nor restrict an orderly phasing out 


iable the optimum utilization of existing stocks of raw materials. 


C. S. THomas, 


Under Secre lary of the Navy. 





